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4ABSTRACT
Most o f  t h e  p i 1 - e x p o r t i n g  c o u n t r i e s  have  now e s t a b l i s h e d  
s ta te -o w n e d  companies t o  h e lp  e x e r c i s e  t h e  ow nersh ip  r i g h t  o f  
th e  s t a t e  o v e r  o i l  and gas  r e s o u r c e s .  T h is  s tu d y  i s  ab o u t  t h r e e  
o f  t h e s e  n a t i o n a l  o i l  com pan ies ,  namely th o s e  o f  I r a n  ( th e  N a t io n a l  
I r a n i a n  O i l  Company), Kuwait ( th e  Kuwait N a t io n a l  P e t ro le u m  
Company), and Saud i A ra b ia  (G ene ra l  P e t ro le u m  and M in e ra l  
O r g a n i z a t i o n ) . The combined o i l  p r o d u c t io n  o f  t h e s e  c o u n t r i e s  
p r e s e n t l y  a c c o u n ts  f o r  a p p ro x im a te ly  o n e - t h i r d  o f  t h e  o i l '  
p r o d u c t i o n  i n  t h e  non-com m unist w o r ld ,  and n e a r l y  h a l f  o f  th e  
p r o d u c t i o n  i n  OPEC, The f a c t  t h a t  n a t i o n a l  o i l  companies a r e  now 
i n  a  p o s i t i o n  to  i n f l u e n c e  th e  o i l  p o l i c i e s  o f  t h e i r  r e s p e c t i v e  
g o v e rn m en ts ,  g iv e s  t h e s e  companies 5 o o i £ ;  im p o r ta n c e  i n  th e  
w o r ld  p e t r o l e u m  m a rk e t .
In  t h i s  s t u d y ,  we d i s c u s s  t h e  em ergence o f  n a t i o n a l  o i l  
companies and th e  e x t e n t  to  w hich  p o l i t i c a l  c o n s i d e r a t i o n s  p rom pted  
th e  s e t t i n g  up o f  s t a t e  o i l  companies and a f f e c t e d  t h e i r  s t r u c t u r e  
and g ro w th .  N a t io n a l  o i l  companies a r e  p l a c e d  a t  a  j u n c t i o n  o f  
p o l i t i c s  and economics where n a t i o n a l  economic d e c i s i o n  
i n t e r m i n g l e s  w i th  p o l i t i c a l  d e s ig n .  L ik e  p r i v a t e  o i l  com panies , 
s ta t e -o w n e d  v e n tu r e s  a r e  a im ing  a t  th e  lo w e s t  p o s s i b l e  p r o d u c t i o n  
c o s t  and p r o f i t a b l e  g ro w th ,  b u t  b e in g  t h e  s p e c i a l  i n s t r u m e n t  o f  
th e  governm ent f o r  t h e  o i l  p o l i c i e s ,  b o th  a t  home and a b ro a d ,  th e y  
have  a p u b l i c  a s p e c t .  I n  t h i s  s tu d y  we g iv e  p a r t i c u l a r  a t t e n t i o n  
t o  S o f f i t  of  fclAfi'' consequences  o f  t h i s  i n h e r e n t  c o n f l i c t .
5S t a t e  o i l  companies f o r  many y e a r s  now have t r i e d  t o  e n t e r  
i n t e r n a t i o n a l  m a r k e ts .  One m ajo r  c o n s t r a i n t  i s  now t o  a c h ie v e  
t h i s  o b j e c t i v e  w i th o u t  c a u s in g  a drop  i n  p r i c e  l e v e l s  o f  c ru d e  
o i l  w hich  t h e i r  governm ents  have  a g re e d  upon i n  t h e  O r g a n iz a t io n  
o f  P e t ro le u m  E x p o r t in g  C o u n t r i e s .  The com m ercial p o l i c i e s  o f  
t h e s e  companies and t h e  method by w hich th e y  a r e  form ed i s  o f  
p a r t i c u l a r  i n t e r e s t  to  t h i s  work. The governm ent s e t s  g e n e r a l  
p o l i c i e s  f o r  t h e  n a t i o n a l -  o i l  company w i th  r e g a r d  t o  p r i c e s  and 
in v e s tm e n t .  But on th e  o t h e r  han d , th e  s t a t e  o i l  company, w hich  
h a s  e x p e r ie n c e  i n  m a rk e t in g  c ru d e  o i l  o r  p e t r o le u m  p r o d u c t s ,  p l a y s  
an  im p o r ta n t  r o l e  i n  f o r m a l i z i n g  government o b j e c t i v e s  w i th  r e g a r d  
t o  o i l  and gas  r e s o u r c e s  o f  th e  c o u n try .  T ak ing  i n t o  a c c o u n t  th e  
s t r u c t u r e  o f  t h e s e  n a t i o n a l  o i l  companies and th e  n a t u r e  o f  
d e c is io n -m a k in g  w i t h i n  e a ch  company we e v a l u a t e  t h e i r  l i k e l y  r o l e  
i n  th e  p e t r o le u m  m a rk e t .  The aim  i s  t o  t h e  t r u e  p l a c e  o f
n a t i o n a l  o i l  companies u n d e r  s tu d y ,  b o th  w i t h i n  t h e i r  r e s p e c t i v e  
c o u n t r y ,  and i n  t h e  i n t e r n a t i o n a l  p e tro le u m  m a rk e t .
6INTRODUCTION
This, s tu d y  i s  ab o u t  t h e  e s t a b l i s h m e n t  and o p e r a t i o n s  of 
t h e  n a t i o n a l  o i l  companies o f  I r a n ,  Kuwait and Saud i A ra b ia  
and t h e i r  d e v e lo p in g  r o l e  i n  t h e  w o r ld  p e t ro le u m  m a r k e ts .
The t h e s i s  co m p rise s  f i v e  p a r t s .
P a r t  One g iv e s  a g e n e r a l  background  to  th e  n a t u r e  o f  th e  
w o r ld  o i l  i n d u s t r y ,  r o u g h ly  be tw een  1950 and 1975. The c o n te n t  
o f  C h a p te r  One r e l a t e s  t o  t h e  f o rm a t io n  and e s t a b l i s h m e n t  o f  
th e  N a t io n a l  I r a n i a n  O il  Company i n  1951 and g iv e s  t h e  l e v e l  o f  
c o n c e n t r a t i o n  o f  c o n t r o l  o f  t h e  w o r ld  p e tro le u m  i n d u s t r y  by th e  
m ajo r  i n t e r n a t i o n a l  o i l  com panies . C h a p te r  Two d i s c u s s e s  t h e  
1960’s when th e  Kuwait N a t io n a l  O i l  Company and th e  G e n e ra l  
P e t ro le u m  and M in e ra l  O r g a n iz a t io n  of Saudi A ra b ia  were form ed. 
C h a p te r  Three  d i s c u s s e s  b r i e f l y  th e  changes i n  t h e  s t r u c t u r e  
o f  t h e  o i l  i n d u s t r y  i n  th e  e a r l y  1970 's  w hich have  a f f e c t e d  th e  
r o l e  o f  t h e  n a t i o n a l  o i l  companies u n d e r  c o n s i d e r a t i o n .
P a r t s  Two to  Four o f  t h i s  work d i s c u s s  each  o f  t h e  n a t i o n a l  
o i l  companies u n d e r  s tu d y ,  nam ely th e  N a t io n a l  I r a n i a n  O i l  Company 
( P a r t  Two), t h e  G en e ra l  P e t ro le u m  and M in e ra l  O r g a n iz a t io n  
( P a r t  Three)  and th e  Kuwait N a t io n a l  P e t ro le u m  Company ( P a r t  F o u r ) .
P a r t  F iv e  d e a l s  w i th  some s p e c i f i c  q u e s t i o n s  c o n c e rn in g  th e  
n a t u r e  o f  o p e r a t i o n s  o f  n a t i o n a l  o i l  com panies . These a r e  m ain ly  
t h e  p r o s p e c t s  f o r  downstream  a c t i v i t i e s  w hich  th e  companies have 
long  d e s i r e d ,  and th e  consequences  o f  t h e i r  i n c r e a s i n g  in v o lv em en t
7i n  t h e  c ru d e  and p e t ro le u m  p ro d u c t  m arke ts  around  th e  w o r ld .  The 
co n c lu d in g  c h a p te r  o f  th e  s tu d y  g iv e s  a c o m p a ra t iv e  r e c a p i t u l a t i o n ,  
and d i s c u s s e s  t h e  f u t u r e  d e v e lo p in g  r o l e  o f  th e  n a t i o n a l  o i l  
c om pan ies .
PART ONE
GENERAL BACKGROUND
9CHAPTER I
' CONCENTRATION OF CONTROL OF THE WORLD PETROLEUM 
' INDUSTRY AT THE TIME OF ESTABLISHMENT OF NIOC
The N a t io n a l  I r a n i a n  O i l  Company was e s t a b l i s h e d  a f t e r  
th e  n a t i o n a l i z a t i o n  o f  t h e  A n g lo - I r a n ia n  O i l  Company's a s s e t s  
i n  1951„ In  i t s  f i r s t  two y e a r s  o f  o p e r a t i o n  th e  new -born  
company f a i l e d  to  m arke t  even  o n e - t e n th  o f  t h e  volume o f
crude  o i l  and p e t r o le u m  p r o d u c t s  s o ld  p r i o r  to  n a t i o n a l i z a t i o n .
T h is  was due , to  a l a r g e  e x t e n t ,  to  t h e  s t r u c t u r e  o f  th e  w o r ld  
p e t ro le u m  i n d u s t r y  a t  t h e  t im e ,  which was dom ina ted  by  th e  seven  
i n t e r n a t i o n a l  o i l  companies -  S ta n d a rd  O il  Company (now EXXON), 
Socony-Vacuum O i l  Company (now M o b i l ) , G u lf  O i l  C o r p o r a t io n ,
S ta n d a rd  O i l  Company o f  C a l i f o r n i a ,  Texas Company, t h e  A ng lo -  
I r a n i a n  O i l  Company (now BP), and th e  Royal D u tc h -S h e l l  g ro u p .
T hese companies c o n t r o l l e d  d i r e c t l y  o r  i n d i r e c t l y  m ost o f
t h e  w o r l d ' s  p e t ro le u m  b u s i n e s s ,  a p a r t  from  th e  R u s s ia n  c o n t r o l l e d
c o u n t r i e s ,  t h e  U n i te d  S t a t e s  and Mexico,,* They c o n t r o l l e d  n o t
o n ly  r e s e r v e s  and p r o d u c t i o n ,  b u t  a l s o  t r a n s p o r t a t i o n  and m a rk e t in g
f a c i l i t i e s  th ro u g h  i n t e g r a t e d  n e t w o r k s . . The e x t e n t  o f  t h i s  c o n t r o l
was em phasized  i n  th e  U n i te d  S t a t e s  F e d e r a l  T rade  Commission r e p o r t  
2p u b l i s h e d  i n  1952. "The t y p i c a l  movement o f  p e t r o le u m  from  
p ro d u c e r  u n t i l  a c q u i r e d  by th e  f i n a l  consumer i s  th ro u g h  i n t e r ­
company t r a n s f e r  w i t h i n  a c o r p o r a t e  f a m i l y 0 O u t r ig h t  s a l e s ,  a rm s-  
l e n g th  b a r g a i n i n g ,  and o t h e r  p r a c t i c e s  c h a r a c t e r i s t i c  o f  in d e p e n d e n t  
b u y e rs  and s e l l e r s  a r e  co n sp ic u o u s  by t h e i r  a b s e n c e 0 C o n tro l  i s  
h e ld  n o t  o n ly  th ro u g h  d i r e c t  c o r p o r a te  h o l d i n g s ,  by  p a r e n t s ,  
s u b s i d i a r i e s ,  and a f f i l i a t e s  o f  th e  s e v e n ,  b u t  a l s o  th ro u g h  such
10
i n d i r e c t  means as i n t e r l o c k i n g  d i r e c t o r a t e s ,  j o i n t  ow nersh ip  
o f  a f f i l i a t e s ,  in te rcom pany  c rude  p u rc h a s e  c o n t r a c t s  and 
m a rk e t in g  a g re e m e n ts . . . . 11
Thus th e  b i g  t a s k  f a c i n g  th e  NIOC was to  e n t e r  a m arke t  w hich
was dom ina ted  by t h e s e  seven  m ajo r  i n t e r n a t i o n a l  o i l  com pan ies ,
3t a k i n g  i n t o  a c c o u n t  a l l  t h e  l e g a l  and m a n a g e r ia l  p roblem s w hich 
a ro s e  a s  a  consequence  o f  th e  n a t i o n a l i z a t i o n  o f  t h e  fo rm er  
c o n c e s s i o n a i r e ( o n e  o f  t h e  m a j o r s ) .  I n  o r d e r  t o .  u n d e rs ta n d  th e  
e x t e n t  o f  th e  c h a l l e n g e  which c o n f r o n te d  th e  m a rk e t in g  s id e  o f  
.the NIOC, t h e  f o l lo w in g  t a b l e s  show i n seme d e t a i l  th e  c o n t r o l  
e x e r c i s e d  by th e  seven  m ajo r  companies i n  some a s p e c t s  o f  th e  
w o r ld  o i l  i n d u s t r y ,
TABLE I .1
E s t im a te d  Crude O i l  R e se rv e s  h e ld  by Seven I n t e r n a t i o n a l  
P e t ro le u m  Companies J a n u a ry  1949, e x c lu d in g  USA.
Name o f  t h e  Company O il  R e se rv e s
A n g lo - I r a n ia n  O i l  Company 13.9
G ulf  O i l  C o rp o r a t io n 5 .8
Royal D u tc h -S h e l l 4 .5
S ta n d a rd  O i l  Company (New J e r s e y ) 9 .3
S ta n d a rd  O il  Company o f  C a l i f o r n i a 2 .8
Socony-Vacuum O i l  Company 2 . 0 .
The Texas Company 3 .0
T o t a l  f o r  7 companies 41 .3
T o ta l  e s t i m a t e d  r e s e r v e s
1 s t  J a n u a ry  1949 50 o 3
P e r  c e n t  o f  t o t a l  7 companies 820 1
Sou rce :  F ig u r e s  w ere  t a k e n  from F e d e r a l  T rade  Commission R ep o r t
"The I n t e r n a t i o n a l  P e t ro le u m  C a r t e l " ,  p c23 , 
j(see n o t e  1) .
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TABLE 1 .2
Crude O i l  P ro d u c t io n  o f  Seven I n t e r n a t i o n a l
'P e t ro le u m  Companies 1949
Name o f  Company
In  thousand
W esterna
Hem isphere
[ b a r r e l s  p.
E a s te r n ^
Hem isphere
e r  day 
T o ta l
A n g lo - I r a n ia n  O i l  Company 705.7 705.7
G ulf  O i l  C o rp o ra t io n 175.3 127,7 303 ,0
Royal D u tc h -S h e l l 458.9 187 02 646 ,1
S ta n d a rd  O il  CoD (New J e r s e y ) 736 .0 189.7 925 .7
S ta n d a rd  O i l  Co'. C a l i f o r n i a 3 .6 158.6 162.2
Socony Vacuum O i l  Company 49 o 8 9 7 .9 147.7
The Texas Company 25 .3 158.6 183.9
T o ta l  f o r  7 companies 1 ,448 .9 1 ,6 2 5 .4 3 ,0 7 4 .3
T o ta l  p r o d u c t io n 1 ,7 9 9 .2 1 ,692 .1 3 ,4 9 1 .3
Her c e n t  o f  t o t a l
7 companies 80.5 96 .1 88.1
a 0 E x c lu d in g  th e  p r o d u c t io n  o f  USA
bo E x c lu d in g  th e  p r o d u c t i o n  o f  USSR and c o u n t r i e s  o f  
E a s t e r n  Europe unde r  R u s s ia n  c o n t r o l c
S o u rc e : F ig u r e s  w ere  o b t a in e d  from  F e d e r a l  T rade  Commission
R e p o r t ,  "The I n t e r n a t i o n a l  F e t ro le u m  C a r t e l " ,  p . 24.
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TABLE 1 .3
Crude O i l  R e f in in g  C a p a c i ty  C o n t r o l l e d  by 
Seven I n t e r n a t i o n a l  P e t ro le u m  Com panies, 1950
Name o f  Company W este rn3,
Hem isphere
T, bE a s t e r n  ‘ 
Hem isphere
T o ta l
A n g lo - I r a n ia n  Company 707 .9 707 ,9
G ulf  O i l  C o r p o r a t io n 21 .3 18.9 40 .2
Royal D u tc h -S h e l l 4 4 8 09 4 43 .0 891 .9
S ta n d a rd  O i l  Co. (New J e r s e y ) 818.9 145.6 964 .5 .
S ta n d a rd  O il  Co0 C a l i f o r n i a 8o 4 141.9 150 ,3
Socony-Vacuum O i l  Company 3 .5 128.6 132 .1
The Texas Company 78 .5 141.8 220 .3
T o ta l  o f  7 companies 1 ,3 7 9 .5 1 ,7 2 7 .7 3 ,107 .2
T o ta l  c a p a c i t y 1 ,8 2 5 .7 2 ,1 8 5 .2 4 ,010 .9
P e r  c e n t  o f  t o t a l  7 companies 75 .6 79.1 77 .5
a .  E x c lu d in g  r e f i n i n g  c a p a c i t y  o f  USA0
b 0 E x c lu d in g  r e f i n i n g  c a p a c i t y  o f  USSR, Hungary and Rumaniae
S o u rc e ? F ig u r e s  w ere  o b t a in e d  from F e d e r a l ■T rade  Commission
R e p o r t ,  "The I n t e r n a t i o n a l  P e t ro le u m  C a r t e l " ,  p . 25
The c o n t r o l  o f  t h e  seven  m ajo r  o i l  companies o v e r  t r a n s p o r ­
t a t i o n  f a c i l i t i e s  i n  1950 was c o n s id e r a b ly  l e s s  t h a n  t h a t  ove r  
p r o d u c t i o n  and r e f i n i n g o  The. seven  companies c o n t r o l l e d  
n e a r l y  50 p e r  c e n t  o f  th e  w o r ld * s  t a n k e r  f l e e t  o u t  o f  a  t o t a l  
tonnage  o f  n e a r l y  25 m i l l io n , ,  As more th a n  8 m i l l i o n  to n s  o f  th e  
t a n k e r  f l e e t  were owned by th e  g o ve rnm en ts ,  th e  se v en  o i l  companies
c o n t r o l l e d  n e a r l y  t w o - t h i r d s  o f  th e  t o t a l  p r i v a t e l y  owned t a n k e r  
4f l e e t .  At th e  end o f  1949 th e  A n g lo - I r a n ia n  O il  Company a lo n e ,  
th ro u g h  i t s  s u b s i d i a r y  th e  B r i t i s h  Tanker Company, o p e r a t e d  n e a r l y
13
3o5 m i l l i o n  d e a d -w e ig h t  t o n s ,  which was a p p ro x im a te ly  14 p e r  c e n t
5
o f  t h e  w o r l d 1s t a n k e r  f l e e t 0
A p a r t  from  t a n k e r  f l e e t s ,  most o f  t h e  p i p e l i n e s  o u t s i d e  th e  
U n i te d  S t a t e s  w ere  owned by th e  same seven  o i l  com panies . T h is  how­
e v e r  d id  n o t  a f f e c t  t h e  o p e r a t i o n s  o f  t h e  NIOC b e c a u s e  t h e  o n ly  
m ajo r  p i p e l i n e  o f  th e  A n g lo - I r a n ia n  O i l  Company i n  I r a n ,  which 
was e x te n d in g  from  p ro d u c in g  f i e l d s  to  th e  P e r s i a n  G u lf ,  was 
n a t i o n a l i z e d ,  t o g e t h e r  w i th  o t h e r  a s s e t s  o f  AIOC. The r e s t  o f  
t h e  p i p e l i n e s  a round  th e  w o r ld  w ere  n o t  e s s e n t i a l  f o r  t h e  t r a n s ­
p o r t a t i o n  o f  I r a n i a n  c ru d e  and p e tro le u m  p r o d u c t s  a t  th e  t im e .  I t  
m ust be  n o te d  t h a t  th e  p rob lem  f a c i n g  NIOC i n  i t s  e a r l y  y e a r s  was 
t o  f i n d  c u s to m e rs  f o r  i t s  o i l ,  r a t h e r  th a n  how to  t r a n s p o r t  th e  o i l .  
The c o n t r o l  o f  th e  seven  m ajo r  o i l  companies o v e r  m a rk e t in g  o f  
p e t ro le u m  p r o d u c t s  th ro u g h o u t  th e  w orld  was h i g h l y  c o n c e n t r a t e d ,  to o .  
Each o f  t h e s e  companies was i n t e g r a t e d  from c ru d e  p r o d u c t io n  to  
w h o le s a le  and r e t a i l  d i s t r i b u t i o n  o f  p e t r o le u m  p r o d u c t s .  The move­
ment o f  o i l  from  p ro d u c e r  to  consumer was g e n e r a l l y  c a r r i e d  o u t  by 
company-owned f a c i l i t i e s  w i t h i n  one c o r p o r a te  h ie r a rc h y , ,
The A n g l o - I r a n i a n  O i l  Company owned 100 p e r  c e n t  o f  o i l  
p r o d u c t io n  i n  I r a n  p r i o r  to  n a t i o n a l i z a t i o n , .  But a p a r t  from  I r a n ,  
the-com pany  had  a c c e s s  t o  o t h e r  s o u rc e s  o f  c ru d e  i n  th e  M iddle  E a s t .  
At t h e  t im e  AIOC had 23 ,75  p e r  c e n t  s h a re  i n  t h e  I r a q  P e t ro le u m  
Company, t o g e t h e r  w i th  S ta n d a rd  O il  Company of  New J e r s e y  (EXXON), 
Socony-Vacuum (M o b i l ) ,  Royal D u tc h - S h e l l ,  Compagnie E ra n c a is e  des 
P e t r o l e s ,  and P a r t i c i p a t i o n ^ i t d  In v es tm e n t  Ltd„ I n  Kuwait AIOC had
14
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a c c e s s  t o  h a l f  o f  Kuwait o i l  p r o d u c t io n  w hich i t  s h a re d  w i th  G ulf
£
O i l  th ro u g h  t h e i r  s u b s i d i a r y  Kuwait O il  Company0 F u r th e rm o re ,
AIOC had  2 3 .75  p e r  c e n t  i n t e r e s t  i n  th e  Q a ta r  O i l  Company, 
t o g e t h e r  w i th  o t h e r  m ajo r  o i l  companies w h ic h  j o i n t l y  owned the  
I r a q  P e t ro le u m  Company.
When o i l  p r o d u c t io n  was s to p p e d  as a r e s u l t  o f  d i s p u t e  o v e r  
t h e  n a t i o n a l i z a t i o n  i s s u e  i n  I r a n ,  AIOC was a b l e  t o  o b t a i n  o i l  
from  i t s  o t h e r  c o n c e s s io n s  to  m a in ta in  i t s  com m ercial o p e r a t i o n s .
I t  i s  i n t e r e s t i n g  to  n o t e  t h a t  a l th o u g h  I r a n  was t h e  l a r g e s t  
p ro d u c e r  i n  th e  M iddle  E a s t ,  and i t s  o i l  p r o d u c t i o n  came to  a 
s t a n d s t i l l  i n  a  p e r i o d  o f  l e s s  th a n  two y e a r s ,  t h e  a g g r e g a te  o i l  
p r o d u c t io n  i n  th e  M iddle  E a s t  was n o t  a f f e c t e d ,  and was r i s i n g  
a l l  t h e  t im e .  (See T ab le  I ,4 n o n  p r e v io u s  page f o r  th e  d e t a i l e d  
p r o d u c t io n  f i g u r e s ) . T h is  s u g g e s t s  t h a t  a t  t h e  tim e  t h e r e  was a 
c o n s i d e r a b l e  . e x c es s  p r o d u c t io n  c a p a c i ty  a v a i l a b l e  i n  th e  a r e a ,
A f a c t  w hich  seems t o  have  been  d i s r e g a r d e d  by  I r a n i a n  p o l i t i c i a n s .
The f a i l u r e  o f  NIOC to  m arke t  I r a n i a n  o i l  a f t e r  
n a t i o n a l i z a t i o n  was due m ain ly  to  th e  n a t u r e  o f  th e  p e t ro le u m  
m arke t  a t  th e  t im e .  T h is  v iew i s  s h a re d ,  among o t h e r s ,  by a 
p ro m in e n t  i n t e r n a t i o n a l  o i l  c o n s u l t a n t ,  Mr. P a u l  F ran lce l ,  I n  h.is 
book , M a t te i  O i l  and Power P o l i t i c s ,^  he e x p la i n s  th e  c o n c e n t r a t i o n  of 
c o n t r o l  i n  th e  p e t r o le u m  m arke t  and th e  n a t u r e  o f  th e  p rob lem  
f a c i n g  th e  N a t io n a l  I r a n i a n  O i l  Company:
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’’The e s s e n t i a l  f a c t  o f  t h i s  u b i q u i t y  o f  a  few 
c o r p o r a t i o n s  i s  n o t  t h e i r  a b i l i t y  to  s e t  p r i c e s ,  
and th u s  t h e i r  m arg ins  o f  p r o f i t ,  i n  a sy s tem  o f  
o l ig o p o ly *  This  a b i l i t y  i s  i n  th e  lo n g e r  ru n  
s u b s t a n t i a l l y  c u r t a i l e d  by th e  c o m p e t i t iv e  f o r c e s  
w hich rem ain  i n  th e  sys tem ; what m a t t e r s  i s  t h a t  
t h e  d e c i s i o n  as  to  where o i l  i s  to  be p roduced  in  
t h e  f i r s t  i n s t a n c e  depends on t h e i r  c o r p o r a te  
p o l i c y  and i t s  p o s s i b i l i t i e s ,  which a r e  i n  t u r n  
d e te rm in e d  by th e  company’ s s t a t u s  i n  th e  'down­
s t r e a m ’ o p e r a t i o n s  o f  r e f i n i n g  and se l l in g * ,  I f  
t h e r e  e x i s t e d  an i n t e r n a t i o n a l  p e tro le u m  m arke t  
w i th  many b u y e r s ,  p r o d u c e r - c o u n t r i e s  would  have 
a  freedom  o f  manoeuvre which th ey  a r e  l a c k in g  now.
The o r i g i n  o f  th e  f a i l u r e  of Dr. Mossadegh i n  3 951 
was m ain ly  th e  s t a r k  f a c t  t h a t  -  a l l  l e g a l  n i c e t i e s  
a s id e  -  t h e r e  s im ply  were no b u y e rs  f o r  ’h i s 1 o i l  
s in c e  p r a c t i c a l l y  a l l  c h a n n e ls  o f  t r a n s p o r t ,  r e f i n i n g  
and d i s t r i b u t i o n  were p re -e m p te d  by com panies w h ich , 
f o r  v e ry  good r e a s o n s ,  had a s t r o n g  f e e l i n g  o f  
s o l i d a r i t y  w i th  th e  A n g lo - I r a n ia n  O i l  Company.
A lthough  th e  e v e n tu a l  s o l u t i o n  o f  th e  Mossadegh c r i s e s  
showed t h a t  th e  Americans had n o t ,  to  p u t  i t  m i l d ly ,  
l o s t  s i g h t  o f  t h e i r  own u l t i m a t e  a d v a n ta g e ,  t h e r e  was 
a t  th e  c r i t i c a l  p e r i o d  no open b re a c h  o f  th e  a n t i -  
Mossadegh f r o n t .  I  remember h a v in g  b een  i n  New York 
a t  th e  tim e  AIOC was d i s p o s s e s s e d  by I r a n  when an 
Am erican j o u r n a l i s t  o f  d e c id e d ly  a n t i - B r i t i s h  l e a n in g s  
t o l d  me t r i u m p h a n t l y . t h a t  now A m e r i c a n ' i n t e r e s t s  
would walk  r i g h t  i n t o  th e  s i t u a t i o n .  I  co u ld  
d i s i l l u s i o n  him i n  th e  knowledge t h a t  t h i s  was n o t  
to  b e .  Dog b i t e s  dog, b u t  dog d o e s n ' t  e a t  d o g .11
A B r i e f  Account o f  th e  P e t ro le u m  M arket i n  th e  1950’ s
A f t e r  th e  Second World War, th e  developm ent o f  th e  Saudi 
A ra b ia n  and K uw ait i  o i l  c o n t in u e d ,  and l a r g e  new r e s e r v e s  o f
o i l  were found and d e ve loped  i n  t h e s e  c o u n t r i e s .  The r a t e  o f  
i n c r e a s e  i n  p r o d u c t io n  c a p a c i ty  a round th e  w o r ld  d u r in g  th e  1950’ s 
was h i g h e r  th a n  th e  r a t e  o f  i n c r e a s e  i n  demand f o r  p e tro le u m  
p r o d u c t s  i n  s p i t e  o f  th e  r e c o n s t r u c t i o n  e f f o r t s  o f  th e  p o s t -w a r  
e r a .  The d e v e lo p in g  p r e s s u r e  o f  i n c r e a s i n g  p r o d u c t io n  c a p a c i ty
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had  t e m p o r a r i l y  s u b s id e d  as a r e s u l t  o f  th e  d i s p u t e  be tw een  
th e  I r a n i a n  Government and th e  A n g lo - I r a n ia n  O i l  Company which 
s h u t  down n e a r l y  one t h i r d  o f  M iddle E a s t  p r o d u c t io n  f o r  n e a r l y  
f o u r  y e a r s .  The e a se  w i th  which th e  l o s s  o f  I r a n i a n  p r o d u c t io n  
was r e p l a c e d  by o t h e r  c o u n t r i e s  o f  th e  M iddle  E a s t  i s  an 
i n d i c a t i o n  o f  th e  e x t e n t  o f  p r o d u c t io n  c a p a c i ty  d e v e lo p e d  
b e tw een  1948 and 1952.
A f t e r  th e  c o n f l i c t  w i th  I r a n  was r e s o l v e d  and th e  c o n s o r t iu m  
was formed i n  1954, th e  r e i n t r o d u c t i o n  o f  I r a n i a n  o i l  i n  th e  w o r ld  
was a c h ie v e d  m ain ly  by r e d u c in g  th e  r a t e  o f  grow th  o f  o u tp u t  o f  
o t h e r  p ro d u c e r s  i n  th e  M iddle  E a s t  ( se e  p r e v io u s  T a b l e ) , Had i t  
n o t  been  f o r  th e  Korean War and th e  A r a b - I s r a e l i  c o n f l i c t  i n  1956, 
th e  d e v e lo p e d  p r o d u c t io n  c a p a c i ty  would have c r e a t e d  
c o n s id e r a b l e  p r e s s u r e  on th e  r u l i n g  o i l  p r i c e s  e a r l i e r .  By 
1958 th e  p r e s s u r e  o f  s u p p ly  made i t  more d i f f i c u l t  f o r  th e  m ajo r  
o i l  companies to  d i s p o s e  o f  t h e i r  c rude  a t  e x i s t i n g  p r i c e s  _ 
i n  v iew  o f  c o m p e t i t io n  by o t h e r  o i l  com panies . C o n se q u e n t ly ,  th e  
m a jo rs  began  d i s c o u n t in g  th e  p o s te d  p r i c e s  f i r s t  by o f f e r i n g  b e t t e r  
te rm s to  t h e i r  lo n g - te rm  b u y e rs  ( o u t s i d e  t h e i r  i n t e g r a t e d  
ne tw ork) and e v e n t u a l l y  by c u t t i n g  p o s te d  p r i c e s  f o r  a l l  
p u r -c h a se rs .
A no ther  im p o r ta n t  developm ent d u r in g  th e  1950’ s w hich 
c o n t r i b u t e d  to  th e  p r i c e  c u t t i n g  i n  1959 and 1960, was th e  
r a p i d  e x p a n s io n  o f  th e  in d e p e n d e n t  o i l  com pan ies , some o f  whom 
were p a r t l y  o r  w h o l ly  owned by th e  governm en ts .  These companies 
began  to  s e a r c h  and deve lop  t h e i r  own s o u rc e s  o f  c rude  m ain ly  
b e c a u se  t h e  c o s t  o f  c rude  o i l  s u p p l i e s  a v a i l a b l e  t o  them from  th e
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m a jo r s ,  who h e ld  th e  c o n c e s s io n s ,  were h ig h  enough to  j u s t i f y
such  an u n d e r t a k in g .  As a r e s u l t ,  th e  s h a re  o f  th e  e i g h t  m a jo rs
i n  th e  t o t a l  p r o d u c t io n  o f  c rude  i n  th e  non-com m unist w o r ld  ( o u t -
Nos?th America) f e l l  from  91 p e r  c e n t  i n
1957, t o  84 p e r  c e n t  i n  1961 .^ F u r th e rm o re ,  tow ards  th e  end o f
th e  1950Ts ,  th e  R u s s ia n s ,  who by th en  had d e v e lo p e d  c o n s id e r a b l e
p r o d u c t io n  c a p a c i ty  i n  e x c e s s  o f  t h e i r  n e e d s ,  began  e x p o r t i n g
c ru d e  o i l  to  th e  w o r ld  m arke ts  and, . f n  o r d e r  to  a t t r a c t
c u s to m e rs ,  o f f e r e d  m a r g in a l ly  low er p r i c e s .
W h ile ,  u n t i l -  th e  m idd le  o f  1957, th e  p o s te d  p r i c e s  r e f l e c t e d
th e  r e a l  p r i c e  o f  c rude  o i l  t r a n s a c t i o n s ,  th e  developm ent o f  th e  e v e n ts
m en tioned  b e f o r e  f o r c e d  th e  companies to  g iv e  d i s c o u n t s  u n d e r  a
v a r i e t y  o f  fo rm s , and by 1959 p o s te d  p r i c e s  were d i f f e r e n t  from  th e
r e a l  p r i c e  o f  o i l .  The companies w hich  p a id  t a x e s  to  h o s t  governm ents
on th e  b a s i s  o f  p o s te d  p r i c e s  r e g a r d l e s s  o f  how much th e y  were
‘s e l l i n g  i t  f o r  in . th e  m a rk e t ,  d ec id e d  to  c u t  p o s te d  p r i c e s  i n  1959
and a g a in  i n  1960, T h is  move was r e s e n t e d  by th e  o i l  p ro d u c in g
s t a t e s ,  and l e d  to  th e  fo rm a t io n  o f  th e  O r g a n iz a t io n  o f  P e t ro le u m
9E x p o r t in g  C o u n t r ie s  -  OPEC -  m  1960o
To sum up , t a k i n g  a l l  th e  m ajo r  o i l  companies t o g e t h e r  in  
t h i s  p e r i o d ,  th e y  c o n t r o l l e d  “ o u t s i d e  th e  U n i te d  S t a t e s  and th e  
S o v ie t  Union -  n e a r l y  88 p e r  c e n t  o f  w o r ld  o i l  p r o d u c t i o n ,  77 p e r  ■ 
c e n t  o f  th e  w o r ld  r e f i n i n g  c a p a c i t y ,  and t w o - t h i r d s  o f  th e  t o t a l  
p r i v a t e l y  owned t a n k e r  f l e e t .  Major o i l  companies a t  t h i s  p e r i o d  
(1950) a l s o  c o n t r o l l e d  more th a n  82 p e r  c e n t  o f  o i l  r e s e r v e s  
o u t s i d e  t h e  U n i te d  S t a t e s  th ro u g h  t h e i r  c o n c e s s io n s  i n  v a r io u s
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c o u n t r i e s o  I f  th e  USSR i s  e x c lu d e d ,  th e  f i g u r e  would r i s e  to  more 
th a n  95 p e r  c e n t .  These seven  companies o p e r a t e d  th ro u g h  l a y e r s  
o f  j o i n t l y  owned s u b s i d i a r i e s  and a f f i l i a t e d  com pan ies , and i t  
was th ro u g h  t h i s  c o r p o r a t e  complex o f  companies t h a t  th ey  
c o n t r o l l e d  most o f  th e  w o r ld  o i l  b u s i n e s s .
P r i o r  to  the  n a t i o n a l i z a t i o n  o f  AIOC, th e  I r a n i a n  o f f i c i a l s  d id  
n o t  s u f f i c i e n t l y  u n d e r s t a n d  th e  na .ture  o f  th e  w o r ld  o i l  b u s in e s s  and 
u n d e r - e s t im a te d  AIOC's a b i l i t y  to  r e p l a c e  I r a n i a n  o i l  from o t h e r  
s o u r c e s .  As th e  d i s p u t e  w i th  I r a n  d e v e lo p e d ,  AIOC e n l i s t e d  th e  
s u p p o r t  o f  o t h e r  m ajo rs  t o  e n s u re  t h a t  none o f  th e  n a t i o n a l i z e d  
o i l  would be b o u g h t .
The f a i l u r e  o f  th e  N a t io n a l  I r a n i a n  O i l  company to  m arke t 
I r a n i a n  o i l ,  even  when i t  was o f f e r e d  a t  a  much low er  p r i c e ,  
showed t h a t  a t  th e  t im e  n e i t h e r  c ru d e  n o r  p e t r o le u m  p r o d u c t s  
co u ld  be s o ld  e a s i l y  w i th o u t  th e  c o - o p e r a t i o n  o f  t h e  i n t e r n a t i o n a l  
com panies . The e f f i c i e n c y  o f  th e  p o l i t i c a l  s u p p o r t  g iv e n  to
AIOC by th e  B r i t i s h  governm ent i s  w orth  no ting - ,  to o .  The s u p p o r t  
w ent as f a r  as  u s in g  th e  Royal A i r  F o rce  to  f o r c e  a  Panamanian 
s h ip  w i th  a ca rg o  o f  I r a n i a n  o i l  i n t o  A d e n 's  h a r b o u r ,  where i t s  
ca rgo  was impounded0 However, i t  would be wrong to  assume ' t h a t  i n  th e  
ab sen ce  o f  B r i t i s h  governm ent s u p p o r t  f o r  AIOC, th e  m a rk e t in g  
d i f f i c u l t i e s  o f  NIOC would have  been  s u b s t a n t i a l l y  a l l e v i a t e d .
D uring  th e  1 9 5 0 's ,  no fundam en ta l  changes o c c u r r e d  i n  th e  
p a t t e r n  o f  c o n t r o l  o f  th e  o i l  i n d u s t r y .  However, tow ards  th e  end 
o f  t h e  decade  th e  i n c r e a s e d  c o m p e t i t io n  to  g a in  e q u i t y  o i l ,
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e s p e c i a l l y  by th e  newcomers, changed th e  term s u n d e r  w hich 
c o n c e s s io n s  were o b t a in e d  in- th e  M iddle E a s t .  F u r th e rm o re ,  
t h e r e  was i n c r e a s e d  c o m p e t i t io n  i n  c rude  and p ro d u c t  m ark e ts  
which l e d  to  r e d u c t i o n  o f  p o s te d  p r i c e s  and th e  f o rm a t io n  o f  
OPECo W h ile ,  f o r  m ost o f  th e  1950*8, th e  s u p p ly  o f  c rude  a d ju s t e d  
to  demand a t  r u l i n g  p r i c e s ,  by 1958 t h i s ,  s i t u a t i o n  changed
a.nd th e  emerging" e x c es s  p r o d u c t io n  c a p a c i ty  began  to  e x e r t  
p r e s s u r e  on p r i c e s  i n  c ru d e  and p r o d u c t  m a r k e ts .
21
' NOTES
1 „ The I n t e r i i a t i o n a l  P e t ro le u m  C a r t e l , S t a f f  R e p o r t  
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CHAPTER XX
A BRIEF ANALYSIS OF THE WORLD PETROLEUM 
MARKET IN,THE 19GQ’ s
The 1960’ s w ere  a decade  when a  number o f  n a t i o n a l  o i l  
companies w ere  formed i n  b o th  p ro d u c in g  and consuming c o u n t r i e s , ^
Two o f  th e  n a t i o n a l  o i l  companies under  s tu d y  i n  t h i s  w ork , namely 
th e  Kuwait N a t io n a l  P e t ro le u m  Company (KNPC) and th e  G e n e ra l  
P e t ro le u m  and M in e ra l  O r g a n iz a t io n  (P e trom in )  came i n t o  e x i s t e n c e  
i n  t h i s  p e r i o d .  The 1960’ s a l s o  w i tn e s s e d  some changes i n  th e  
s t r u c t u r e  o f  t h e  o i l  i n d u s t r y .  Here we a t t e m p t  t o  d i s c u s s  b r i e f l y  
some a s p e c t s  o f  t h e s e  c h a n g es ,  n o t  to  show th e  p a t t e r n  o f  e v o lu t io n  
o f  th e  i n d u s t r y  i n  th e  p e r i o d ,  b u t  to  answ er s p e c i f i c  q u e s t i o n s  
w i th  r e g a r d  to  th e  deve lopm ent o f  th e  n a t i o n a l  o i l  com panies . In  
o r d e r  to  e v a l u a t e  th e  a t t e m p ts  o f  t h e s e  companies t o  e n t e r  th e  o i l  
b u s in e s s  i n  a s y s t e m a t i c  f a s h i o n ,  we lo o k  a t  t h e  m ark e t  and th e  
n a t u r e  o f  changes i n  th e  i n d u s t r y  d u r in g  t h i s  p e r i o d .  T h i s ,  i n  t u r n ,  
r e q u i r e s  d i s c u s s i o n  o f  demand, s u p p ly  and p r i c e  o f  o i l ,  as w e l l  as 
f o r e i g n  company/governm ent r e l a t i o n s h i p ,  and th e  o i l  re v e n u e s  p e r  
b a r r e l  o f  e x p o r te d  o i l .
Demahd
The s i x t i e s  was a decade  o f  e x p a n s io n  f o r  t h e  i n t e r n a t i o n a l
p e t ro le u m  i n d u s t r y .  O i l  consum ption  i n  th e  non-com m unist w o r ld  i n c r e a s e d
from  18.5 m i l l i o n  b a r r e l s  p e r  day i n  I960 , to  3 9 .6  m i l l i o n  b a r r e l s  p e r  day
2i n  1970, an i n c r e a s e  o f . n e a r l y  114 p e r  c e n t .  By th e  end o f  th e
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decade  o i l  acco u n te d  f o r  n e a r l y  53 p e r  c e n t  o f  th e  OECD p r im a ry
3e n e rg y  consum ption , and n a t u r a l  gas a b o u t  20 p e r  cen to  D uring  
t h i s  p e r i o d  th e  consum ption  o f  o i l  p r o d u c t s  r o s e  by an a v e ra g e  
r a t e  o f  8 p e r  c e n t  p e r  y e a r D The t o t a l  consum ption  was r i s i n g  
f o r  s e v e r a l  r e a s o n s .  F i r s t ,  th e  demand f o r  o i l  i s  h ig h ly  income 
e l a s t i c ,  and d u r in g  t h i s  p e r i o d  p e r  c a p i t a  income was i n c r e a s i n g  
b o th  i n  th e  i n d u s t r i a l i z e d  c o u n t r i e s  and d e v e lo p in g  c o u n t r i e s 0 
Second, t h e r e  was c o n s id e r a b l e  p r o g r e s s  i n  th e  t e c h n o lo g y  o f  o f f -  
sh o re  d r i l l i n g  f o r  o i l ,  as w e l l  as i n  r e f i n i n g  and t r a n s p o r t a t i o n .
These h e lp e d  to  make o i l  even more c o m p e t i t iv e  w i th  r e s p e c t  to  
o t h e r  s o u rc e s  o f  p r im a ry  e n e rg y ,  and a l th o u g h  c o a l  was e n jo y in g  
some p r o t e c t i o n  from g o v e rnm en ts ,  i t  c o n t in u e d  to  l o s e  i t s  s h a re  
o f  th e  en e rg y  m a rk e t .  F i n a l l y ,  t o t a l  o i l  consum ption  was r i s i n g ,  
n o t  l e a s t  b e c a u s e  t h e  p r i c e s  o f  p e t ro le u m  p r o d u c t s  (w i th  a few 
e x c e p t io n s )  w ere  f a l l i n g  i n  r e a l  te rm s .
For  n e a r l y  a l l  t h e  m ajo r  i n d u s t r i a l i z e d  c o u n t r i e s  t h e  c o s t  o f  
im p o r t in g  o i l  was s t i l l  below  1957 l e v e l s o  T ab le  1 below  shows
th e  in d e x  o f  lan d e d  and s e l l i n g  p r i c e s  o f  c ru d e  o i l  as
, 4 .c a l c u l a t e d  by th e  P e t ro le u m  I n t e l l i g e n c e  Weekly,, w i th  A p r i l  1970
u se d  as  th e  in d e x  b a s e .  The o i l  c o n s id e r e d  i s  t h e  I r a n i a n  l i g h t  c ru d e .
Table . I I . 3 shows th e  payment p e r  b a r r e l  to  t h e  o i l  p ro d u c in g  
s t a t e s  u n d e r  s tu d y  b e tw een  1957-70. T ab le  I I . 4 g iv e s  an i n d i c a t i o n  
o f  p r o d u c t  p r i c e s  a t  R o tte rd am  be tw een  1960-70.
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‘ TABLE I I - 1
In d ex  o f  Landed and S e l l i n g  
Crude O i l  P r i c e s  1957 and 1970 
( A p r i l  1970 = 100 on index )
C ountry  In d ex  o f  Landed Index  o f  Crude O i l
Crude O i l  P r i c e s  S e l l i n g  P r i c e s  F 0o 0b 0
1957 1957
Germany 17402 167o5
N e th e r la n d s 166.5 153.1
Sweden . 157o 8 14403
UK 115.3 125 03
F rance 86 o0 • 100.0
I t a l y 13406 143.7
Ja p an 183.7 144.9
USA 125.7 145.3
S o u rc e : P e t ro le u m  I n t e l l i g e n c e  Weekly,
Septem ber 24 , 1973, p p . 7 - 8 0
The decade  o f  t h e  s i x t i e s  a l s o  w i tn e s s e d  some changes i n  
th e  g e o g r a p h ic a l  d i s t r i b u t i o n  o f  o i l  consum ption . The r a t e  o f  
consum ption  o f  o i l  by Ja p a n  and Europe was much h i g h e r  th a n  t h a t  
o f  t h e  U n i te d  S t a t e s ,  and new m ark e ts  were em erging  i n  A s ia ,
A f r i c a  and L a t i n  A m erica . These  m ark e ts  opened up new o p p o r t u n i t i e s  
f o r  in d e p e n d e n t  o i l  companies and n a t i o n a l  o i l  companies t o  expand 
t h e i r  o p e r a t i o n s .
Supply
The s i x t i e s  saw a c o n t in u o u s  e x p a n s io n  o f  th e  
e x i s t i n g  o i l  f i e l d s  and deve lopm ent o f  new f i e l d s  by m ajo r  o i l  
companies and new comers a l l  o v e r  th e  non-com m unist w o r ld .  O i l  
p r o d u c t i o n  i n  t h i s  p e r i o d  i n c r e a s e d  by an a v e ra g e  o f  8 p e r  c e n t  
a n n u a l ly  r i s i n g  from n e a r l y  22 m i l l i o n  b a r r e l s  p e r  day 
i n  1960 to  47 .9  m i l l i o n  b a r r e l s  by 1970, M iddle  E a s t  o i l
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o u tp u t  went up , o iivaverage , by 10.3 p e r c e n t  p e r  annum, and
5 .t h a t  o f  A f r i c a  by 36 p e r  c e n t  m  t h i s  p e r i o d .  L ib y a ,  N i g e r i a ,
A l g e r i a  and Abu Dhabi j o i n e d  th e  group o f  m ajo r  o i l  p r o d u c e r s .
M o s t .o f  t h i s  o i l  was t r a n s p o r t e d  i n  th e  form  of  c ru d e ,  and t h e r e  
was a r e l a t i v e  d e c l i n e  i n  th e  t r a d e  o f  p e t ro le u m  p r o d u c t s  i n  
com parison  w i th  c ru d e  o i l .  T h is  r a p i d  e x p a n s io n  o f  p r o d u c t io n  
f a c i l i t i e s ,  a p a r t  from e x p a n s io n  by th e  m a jo r s ,  was m a in ly  due 
to  th e  e f f o r t s  o f  o t h e r  i n t e r n a t i o n a l  o i l  companies i n  b u i l d i n g  
up p r o d u c t i o n  i n  new a r e a s ,  as w e l l  as  to  t e c h n o l o g i c a l  c h a n g es ,  
e s p e c i a l l y  th o s e  c o n n e c te d  w i th  e x p l o r a t i o n  and developm ent o f  o i l  
f i e l d s  o f f s h o r e .
The c ru d e  o i l  p roduced  i n  th e  M iddle E a s t  was s t i l l  c o n t r o l l e d  
by th e  m ajo r  i n t e r n a t i o n a l  o i l  companies th ro u g h  t h e i r  j o i n t  
p r o d u c t io n  v e n t u r e s .  But as t h e  o ld  c o n c e s s io n  a r e a s  were 
g r a d u a l ly  r e l i n q u i s h e d ,  o t h e r  o i l  companies g o t  a  f o o th o l d  i n  a r e a s  
which had  th e  lo w e s t  p r o d u c t i o n  c o s t s  and w hich  were p r e v i o u s ly  
dom ina ted  by th e  m a jo r s .  In d ep e n d e n t  o i l  companies were th e n  a b le  
to  s e c u r e  some s u p p l i e s  f o r  t h e i r  e a s t e r n  h e m isp h e re  o p e r a t i o n s  a t  
a c o s t  w hich  was low er th a n  b u y ing  i t  from  th e  m a jo r s .  The c o s t  
h e re  i s  t h e  key word, s i n c e  a company r u n n in g  a  d e f i c i t  i n  c ru d e  t r i e s  to  
g e t  i t s  own s o u rc e  o f  o i l  p r o d u c t io n  i f  t h e r e  i s  a  p o s s i b i l i t y  
t h a t  th e  t o t a l  c o s t  o f  t h a t  o i l  w i l l  be  l e s s  t h a n  b u y in g  i t  from  
o t h e r  p r o d u c e r s 0 The e n t r y  o f  th e  newcomers i n t o  t h e  c rude  o i l  
b u s in e s s  i n  th e  s i x t i e s  g r a d u a l ly  red u c e d  th e  m a j o r s 1 c o n t r o l  o v e r  
o i l  p r o d u c t i o n .  The s h a r e  o f  o i l  and n a t u r a l  gas  p roduced  i n  th e  
non™communist w o r ld  ( e x c e p t  th e  US) by  companies o t h e r  th a n  th e  seven
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l a r g e s t  com panies , went tip from  22 ,8  p e r  c e n t  i n  1960 to  3 0 ,8
p e r  c e n t  i n  1970 i n  an i n d u s t r y  whe r e  t o t a l  p r o d u c t i o n  was
7i n c r e a s i n g  a t  a r a t e  o f  n e a r l y  10 p e r  c e n t  p e r  y e a r .
D uring  th e  s i x t i e s  a l th o u g h  th e  consum ption  o f  o i l  was more 
th a n  d o u b led ,  th e  p r o d u c t io n  c a p a c i ty  i n c r e a s e d  even  m ore, and 
t h e r e  was an o v e r a l l  p r e s s u r e  o f  su pp ly  w i t h i n  th e  i n d u s t r y .  T h is  
s p a r e  c a p a c i ty  to  p roduce  o i l  i n  th e  f r e e  w o r ld  o u t s i d e  th e  US
g
was more th a n  16 p e r  c e n t  a t  any tim e be tw een  1960 and 1970.
P r i c e s
A f t e r  th e  Second World War, th e  m ajo r  i n t e r n a t i o n a l  o i l
companies were by f a r  th e  main p ro d u c e r s  o f  c ru d e  o i l  and s e l l e r s
o f  p e t ro le u m  p r o d u c t s  i n  th e  i n t e r n a t i o n a l  p e t ro le u m  m a rk e t .
S in c e  t h e s e  few companies w ere  engaged i n  j o i n t  v e n tu r e s  and
s a l e s  c o n t r a c t s  w i th  each  o t h e r ,  as w e l l  as  b e in g  i n t e g r a t e d  i n t o
f i n a l  consumer m a r k e ts ,  th e y  r e f r a i n e d  from  com peting  on c ru d e  o i l
p r i c e s .  T h is  was n o t  an open c o l l u s i o n  to  re d u c e  c o m p e t i t io n .
The s t r u c t u r e  o f  th e  i n d u s t r y  was such t h a t  each  o f  t h e s e  m ajo r
o i l  companies knew a b o u t  th e  o t h e r s ’ deve lopm ent p l a n s  w e l l  enough
to  know t h a t  th e y  w ere  n o t  a t t e m p t in g  to  c a p tu r e  i t s  own m arke t
9by o p en ly  c u t t i n g  p r i c e s .  However, t h e r e  w ere  some c o v e r t  p r i c e  
c u t t i n g s  by e s t a b l i s h e d  m a jo rs  who w ele  com peting  f o r  a d d i t i o n a l  
c ru d e  o u t l e t ,  p a r t i c u l a r l y  by th o se  companies i n  a s t r o n g  c ru d e  
s u r p lu s  p o s i t i o n . ^
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D uring  th e  s i x t i e s  th e  c o n c e n t r a t i o n  o f  c o n t r o l  o f  o u tp u t  in c r e a s e d  
and a number o f  new f i rm s  began  p ro d u c in g  o i l  b o th  i n  th e  
r e l i n q u i s h e d  a r e a s  and i n  new f i e l d s  i n  th e  M iddle  E a s t .  The 
number o f  n o n - i n t e g r a t e d  r e f i n e r s  was a l s o  i n c r e a s i n g  a l l  ove r  
th e  w o r ld ,  e s p e c i a l l y  i n  th e  d e v e lo p in g  c o u n t r i e s .  Hence th e  
a rm s - le n g th  s a l e s  o f  c ru d e  o i l  were i n c r e a s e d  c o n s id e r a b l y .  The 
amount o f  o i l  w hich  was s o ld  a t  s p o t  by a p ro d u c e r  t o  a r e f i n e r  
i n c r e a s e d  from 1 m i l l i o n  b a r r e l s  d a i l y  i n  1957, to  4 m i l l i o n  
b a r r e l s  d a i l y  by 19680^  This  o i l ,  when used  i n  t h e  o p e r a t i o n  o f  
n o n - i n t e g r a t e d  r e f i n e r s ,  a l lo w e d  them to  compete more e f f e c t i v e l y  
i n  th e  s a l e s  o f  p e t ro le u m  p r o d u c t s 0 The c o m p e t i t io n  i n  s a l e s  o f  
p e t ro le u m  p r o d u c t s  d u r in g  t h e s e  y e a r s ,  co u p le d  w i th  th e  f a c t  
t h a t  th e  m ajo r  c ru d e  o i l  e x p o r t e r s  were e a g e r  to  s e l l  l a r g e r  
q u a n i t t i e s  o f  o i l  t h a n  th e  cus tom ers  w ere  r e a d y  to  buy a t  p o s te d  
p r i c e s ,  c r e a t e d  a downward p r e s s u r e  on th e  p r i c e  o f  c ru d e  o i l  i n  
th e  i n t e r n a t i o n a l  m a r k e ts .
The r e d u c t i o n  i n  p o s te d  p r i c e s  was n o t  a c c e p t a b l e  to  th e  
O r g a n iz a t io n  o f  P e t ro le u m  E x p o r t in g  C o u n t r i e s ,  w hich  was formed 
i n  1960 as  a  r e a c t i o n  to  th e  e r o s i o n  of- p o s te d  p r i c e s  „ OPEC 
managed to  f r e e z e  th e  p o s te d  p r i c e s  i n  s p i t e  o f  c o n t in u o u s  
e x p a n s io n  o f  c ru d e  o i l  s u p p ly  and c o m p e t i t io n  i n  th e  m a r k e t0 
Under t h e s e  c o n d i t i o n s  th e  p o s te d  p r i c e s  became m ere ly  " r e f e r e n c e  
p r i c e s "  w i th  no r e l a t i o n s h i p  to  p r i c e s  a p p l i c a b l e  to  a c t u a l  
m arke t  t r a n s a c t i o n s .
N a t io n a l  o i l  companies u n d e r  c o n s i d e r a t i o n  w ere  a t t e m p t in g  
t o  i n c r e a s e  t h e i r  s a l e s  d u r in g  t h i s  p e r i o d ,  b u t  th e  p r o g r e s s i v e
28
im ba lance  be tw een  w o r ld  consum ption  o f  p e t r o le u m  p r o d u c t s  and 
c ru d e  o i l  p r o d u c t i o n ,  was g e n e r a t i n g  i n t e n s i v e  c o m p e t i t io n  i n  
o i l  m a r k e t in g ,  and n a t i o n a l  o i l  companies co u ld  h a r d l y  s e c u re  
a p e r  b a r r e l  income h i g h e r  th a n  what t h e i r  governm ents  w ere  
r e c e i v i n g  from  th e  m ajo r  i n t e r n a t i o n a l  o i l  com pan ies .  I t  must 
be n o te d  t h a t  as o n ly  a b o u t  10 to  20 p e r  c e n t  o f  th e  c rude  o i l  
p roduced  e n t e r e d  th e  open m a rk e t ,  th e  f o r c e  o f  s p a re  c a p a c i t y  was 
c o n c e n t r a t e d  m ere ly  on a r m s - le n g th  t r a d e  o f  c ru d e  o i l ,  and 
n a t i o n a l  o i l  companies w ere  a t t e m p t in g  to  g e t  a f o o th o l d  i n  t h i s  
m arketo
Government O i l  Revenues and R e l a t i o n s  w i th  th e  Compa n ie s
A no ther  change i n  t h e  s t r u c t u r e  o f  th e  i n d u s t r y  i n  th e  1960 's  
was t h e  change i n  th e  r e l a t i o n s h i p  o f  th e  o i l  companies w i th  th e  
o i l  e x p o r t i n g  c o u n t r i e s .  As m en tioned  b e f o r e ,  a  d i r e c t  r e s u l t  
o f  t h e  p r i c e  r e d u c t io n s  i n  1959 and 1960 was t h e  e s t a b l i s h m e n t  
of  th e  O r g a n iz a t io n  o f  P e t ro le u m  E x p o r t in g  C o u n t r ie s  (OPEC), For 
th e  f i r s t  t im e  th e  companies w ere  c o n f r o n te d  w i th  a  u n i t e d  f r o n t  
o f  t h e  m a jo r  e x p o r t e r s  o f  c ru d e  o i l 0 OPEC's aim  o f  r e s t o r i n g  th e  
p re -1 9 6 0  p o s te d  p r i c e s  was n o t  f u l f i l l e d ,  b u t  i t  managed to  p r e v e n t  
f u r t h e r  r e d u c t i o n  i n  p o s te d  p r i c e s  i n  s p i t e  o f  c o n t in u o u s  
e x p a n s io n  i n  p r o d u c t i o n  c a p a c i ty  o f  th e  member s t a t e s .  . .
The fo rm a t io n  o f  OPEC was o r i g i n a l l y  n o t  an  e v e n t  which changed 
th e  s t r u c t u r e  o f  t h e  i n d u s t r y ,  b u t  m ere ly  a r e a c t i o n  to  th e  
changes t h a t  had  t a k e n  p l a c e  p r e v i o u s l y ,  Once form ed how ever, i f  
. g r a d u a l l y  became an  i n f l u e n t i a l  f a c t o r  i n  th e  s u b s e q u e n t  d ev e lo p m en ts .
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D uring  th e  s i x t i e s  t h e r e  was a s u r p lu s  o f  p r o d u c t io n
c a p a c i ty  i n  t h e  w o r ld ,  which by i t s e l f  i s  n o t  v e ry  uncommon in  
13th e  o i l  i n d u s t r y .  T h e  i r o n i c  p o i n t  was t h a t  w h i le  th e
majors- c o n s id e r e d  o v e r - c a p a c i t y  as  one o f  th e  m ain  c a u se s  f o r  
downward p r e s s u r e  on p r i c e s ,  th e y  were in v o lv e d  i n  e x p l o r a t i o n  
and deve lopm ent o f  o i l  b o th  w i t h i n  OPEC and o u t s i d e ,  and hence  
c r e a t e d  more c a p a c i t y .  T h is  was so f o r  .two main r e a s o n s  a p a r t  
from  d e v e lo p in g  o i l  f i e l d s  to  m eet f u t u r e  demand0 F i r s t ,  th e  
m ajo rs  d id  n o t  want to  l o s e  c o n c e s s io n s  to  o t h e r  o i l  companies 
by n o t  d e v e lo p in g  o i l  and f a c e  th e  h o s t i l i t y  o f  t h e  h o s t  
governm ent. Second, th e y  were i n t e r e s t e d  i n  c r e a t i n g  a l t e r n a t i v e  
s o u rc e s  o f  c ru d e  to  m in im ize  v u l n e r a b i l i t y  t o  one p ro d u c e r  
c o u n tr y .  N e e d le s s  to  s a y ,  in d e p e n d e n t  com panies , t o o ,  were 
b u i l d i n g  up p r o d u c t i o n  c a p a c i t y  f o r  t h e i r  r e l a t i v e l y  s m a l l e r  o u t l e t s . 
A l l  th is* m ean s  t h a t  t h e r e  w ere  l a r g e . q u a n t i t i e s  o f  o i l  a v a i l a b l e  
a t  OPEC p r i c e s , w i t h  th e  governm ent o f  t h e  p ro d u c in g  s t a t e s  e a g e r  
t o  s e l l  more i n  o r d e r  to  i n c r e a s e  t h e i r  r e v e n u e s .  Those n a t i o n a l  
o i l  companies w hich  had a c c e s s  to  r o y a l t y  o i l  a t  c o s t  were n o t  a b le  
t o  s e c u r e  p o s te d  p r i c e s  f o r  i t  i n  th e  m a rk e t .  C o n s e q u e n t ly ,  th e  
governm ent rev e n u e s  w ere  h i g h e r  i f  r o y a l t y  o i l  was n o t  s o ld  by 
the- n a t i o n a l  o i l  company.
The governm ents  o f  th e '  o i l  e x p o r t i n g  c o u n t r i e s  d u r in g  th e  
s i x t i e s  had  two m ain  o b j e c t i v e s  w i th  r e g a r d  to  t h e i r  o i l  
i n d u s t r y .  F i r s t s  to  i n c r e a s e  rev e n u e s  by e xpand ing  p r o d u c t i o n ,  
and i f  p o s s i b l e  by g e t t i n g  more p e r  b a r r e l  o f  o i l  e x p o r te d .
Second, t h e  p ro d u c e r s  so u g h t  an e n la r g e d  r o l e  f o r  t h e i r  n a t i o n a l
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o i l  companies i n  c o n t r o l l i n g  th e  e x p l o i t a t i o n  o f  t h e  c o u n t r y ’ s 
o i l  r e s o u r c e s .  These two o b j e c t i v e s  were a t  t im es  c o n t r a ­
d i c t o r y ,  and when such  a c o n t r a d i c t i o n  o cc u rre d ' ,  th e  m ax im iz a t io n  
o f  t h e  re v e n u e s  ten d e d  t o  g e t  more a t t e n t i o n .  D uring  
th e  s i x t i e s  governm ents  o f  n e a r l y  a l l  m ajo r  p ro d u c in g  s t a t e s  
com m itted  th e m se lv e s  t o  m ass iv e  developm ent program mes, which w ere  
b a s e d  on c o n te m p la te d  rev e n u e s  from  th e  o i l  s e c t o r .  The r e s u l t  
was a c o n t in u o u s  p r e s s u r e  on o i l  companies to  l i f t  more from  
t h e i r  c o u n t r i e s  w i t h i n  th e  OPEC p r i c e  s t r u c t u r e .  T h is  a t t i t u d e  
tow ards th e  o i l  s e c t o r  by th e  governm ent o f  p ro d u c in g  s t a t e s  
a f f e c t e d  th e  r o l e  o f  th e  n a t i o n a l  o i l  companies d u r in g  t h i s  p e r i o d  
w hich we a t t e m p t  t o  a n a ly s e  l a t e r „
D uring  th e  1960’ s t h e  rev e n u e  o f  th e  p ro d u c in g  c o u n t r i e s  was 
i n c r e a s e d  by n e a r l y  10 c e n t s ,  and t h e i r  s h a r e  o u t  o f  th e  
com pos i te  b a r r e l  o f  p e t ro le u m  p ro d u c t s  i n  th e  m ain  European
m ark e ts  rem ained  th e  same. The T ab le  below shows how th e  o i l
14b a r r e l  was s h a re d  m  1961 and 1970.
TABLE I I . 2
How t h e  O i l  B a r r e l  was Shared  
i n  1961 and 1970
I n  US$ p e r  b a r r e l ; .
M 961 . • 1970
$ % $ . %
* aRevenue o f  p ro d u c in g  governm ent'
Taxes by consuming governm ents
. 0 .7 6 6 0 .86 6
i n  Europe^
Company m arg ing  & v a r i o u s  c o s t
7 .10 52 8 .3 0 57.
e le m en ts 5 .7 0 42 5 .3 0 37
T o ta l  W eighted Average 13.60 100 14.50 100
a On th e  b a s i s  o f  th e  M arker c rude
b C a l c u la te d  on W eighted Average o f  p r o d u c t s  consum ption  p a t t e r n s .  
S o u rc e : P e t ro le u m  I n t e l l i g e n c e  Weekly: S p e c ia l  Supplem ent,
May 16, 1977, p . 4 .
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TABLE I I .3
PAYMENTS PER BARREL: IRAN, KUWAIT AND SAUDI ARABIA
_______    ■    ( c e n t s  , US)
Year I r a n  Kuwait* Saudi A rab ia*
1957 86 ,8 79 .6 88 .2
1958 8 9 .0 8 1 .7 8 1 .7
1959 8 3 .6 77 .8 75 .8
1960 80.1 7 6 .4 75 .0
1961 7 5 .8 74 .4 75 .5
1962 7 4 .5 74 .8 7 6 .5
1963 79 .7 7 4 .3 78 .7
1964 8 1 .8 76 .9 82 .0
1965 8 2 .9 78 .9 83 .2
1966 8 3 .2 78 .4 83 .4
1967 8 2 .5 7 9 .3 84 ,8
1968 83 .7 8 0 .5 87 .8
1969 80 .9 8 0 .8 87.1
1970 8 0 .8 82 .9 8 8 .3
S o u rce :  P e t ro le u m  P r e s s  S e r v i c e ,  Septem ber 1971, p . 327
* I n c lu d in g  h a l f  N e u t r a l  Zone
TABLE I I . 4
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ROTTERDAM PRODUCT PRICES : 1960-1970
Year R e g u la r
g a s o l i n e
G a s - d ie s e l
o i l
Heavy
o i l
f u e l  Value  p e r  
B a r r e l  o f  
c ru d e  
ch a rg ed
c e n t s p e r  g a l l o n d o l l a r s  p e r  b a r r e l
1960 ( Ju n e -  
Dee) 7 .0 7 .5 1 .91 2 .47
1961 6 .8 7 .8 1.86 2 .4 5
1962 6 .4 8 .4 1.78 2 .54
1963 5 .4 8 .8 1.79 2 .49
1964 5 .2 6 .7 1 .74 2 .13
1965 5 .3 5 .7 1 .81 2 .0 2
1966 5 .9 6 .2 1 .72 2 .12
1967 ( J a n -  
May)
6.1 5 .8 1.70 2 .05
1967 ( J u l y -  
Dee)
11.1 9 .2 2 .1 0 3 .24
1968 7 .2 8.1 1.76 2 ,53
1969 5 .5 7 .4 1.51 2 .04
1970 ( J a n -  
May)
5 .0 6 .6  * 2 .10 2 ,24
1970 ( Ju n e -  
Dee)
6 .5 9 .2 3 .33 3 .19
S ource :  M.A. Adelman, World P e t ro le u m  M a rk e t , T ab le  V I . 1, p . 173
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b e f o r e  t h e  Sub-Committee on M u l t i n a t i o n a l  C o r p o r a t io n s  o f  
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7 0 B r i t i s h  P e t ro le u m  S t a t i s t i c a l  Review o f  th e  World O il
Indus  t ry " "1970, op 0 c i  tT 7* p 9 19. The f i g u r e  was c a l c u l a t e d  
by  d e d u c t in g  US p r o d u c t i o n  from  th e  r e s t  o f  t h e  non-com m unist w orld  
and th e n  c a l c u l a t i n g  th e  y e a r  a v e ra g e .
8 . M u l t i n a t i o n a l  C o rp o r a t io n s  and US F o r e ig n  Po l i c y ,  op . c i t . ,
P a r t  8 ,  p p o591-605<,
9 .  M.A. Adelman, The World P e t ro le u m  M arket (The Johns  Hopkins 
U n i v e r s i t y  P r e s s ,  London, 1972), p o 1980
10. Helmut J 0 F ra n k ,  Crude O i l  P r i c e s  i n  the*M idd le  Ea s t  
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CHAPTER XXI
CHANGES IN THE STRUCTURE OF THE 
' OIL INDUSTRY' I N '1 9 70-75~
In  th e  p r e v io u s  c h a p te r s  th e  developm ent o f  th e  w orld  
p e t ro le u m  i n d u s t r y  i n  th e  f i f t i e s  and s i x t i e s  w hich  was r e l e v a n t  to  
t h i s  s tu d y  was d i s c u s s e d .  I t  w as, how ever, th e  f i r s t  h a l f  o f  th e  7 0 Ts 
which w i tn e s s e d  th e  m ost r e v o l u t i o n a r y  p o l i t i c a l  and economic changes 
i n  th e  h i s t o r y  o f  th e  o i l  i n d u s t r y  i n  th e  M iddle  E a s t .  Crude o i l  
p r o d u c t io n  and p r i c i n g  d e c i s i o n s ,  which were t r a d i t i o n a l l y  
c o n t r o l l e d  by th e  i n t e r n a t i o n a l  o i l  com panies , were ta k e n  o v e r  by 
th e  m a jo r  o i l  p ro d u c e r s  th ro u g h  th e  O r g a n iz a t io n  o f  th e  P e t ro le u m  
E x p o r t in g  C o u n t r ie s  (OPEC). In  a d d i t i o n  to  t h a t ,  m ost o f  th e s e  
c o u n t r i e s  h a d ,  by 1975, a c q u i r e d  e i t h e r  t o t a l  o r  m a j o r i t y  ow nersh ip  
o f  o i l  r e s e r v e s  and p ro d u c in g  f a c i l i t i e s .  These fu n d am en ta l  
deve lopm en ts  i n  th e  s t r u c t u r e  o f  th e  o i l  b u s in e s s  i n  OPEC c o u n t r i e s  
a l t e r e d  th e  e x i s t i n g  r e l a t i o n s h i p s  be tw een  th e  t h r e e
main g roups in v o lv e d ,  namely o i l  e x p o r t i n g  c o u n t r i e s ,  i n t e r n a t i o n a l  
o i l  companies and th e  o i l  consuming n a t i o n s .
In  t h i s  s e c t i o n  we a r e  m ain ly  c o n cern ed  w i th  th e  chang ing  
r e l a t i o n s h i p  be tw een  th e  o i l  p ro d u c in g  s t a t e s  and th e  m ajo r  i n t e r ­
n a t i o n a l  o i l  com panies . I n  a d d i t i o n  to  th e  f u l l  ow nersh ip  o f  t h e  
r e s e r v e s  by  t h e s e  M iddle  E a s t  c o u n t r i e s ,  t h e  a c q u i s i t i o n  o f  e f f e c t i v e  
c o n t r o l  o v e r  o i l  p r o d u c t i o n  and p r i c i n g  o f  c ru d e  o i l  h a s  changed th e  
s t r u c t u r e  o f  th e  o i l  b u s in e s s  i n  th e  c o u n t r i e s  u n d e r  s tu d y .
As a r e s u l t ,  th e  e f f e c t i v e  r o l e  o f  t h e i r  r e s p e c t i v e  n a t i o n a l  o i l  
companies has  changed c o n s i d e r a b l y . ,  The deve lopm en ts  w i l l  be 
a n a ly z e d  below by d i s c u s s i n g  each  o f  t h e s e  companies s e p a r a t e l y .
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F a c to r s 'w h i c h  c o n t r i b u t ed t o t h e ' change s ' i n ‘t he 
o i l  i n d u s t r y ' i n '1973
Almost a l l  s t u d e n t s  of th e  o i l  i n d u s t r y  and th e  M iddle 
E a s t ,  p lu s  a v a r i e t y  o f  o b s e rv e r s  b o th  from  w i t h i n  and w i th o u t  
th e  o i l  i n d u s t r y ,  have  t r i e d  to  a n a ly z e  and e x p l a i n  th e  e v e n ts  
which l e d  to  th e  s o - c a l l e d  " o i l  c r i s i s "  i n  O c tober  1973. To t h i s  
l i s t  one m ust add th e  governm ent o f f i c i a l s '  i n t e r p r e t a t i o n s  and 
numerous r e p o r t s  p r e p a r e d  by b o th  o i l  p ro d u c in g  c o u n t r i e s  and o i l  
consuming n a t i o n s .*  Here aft a t t e m p t  i s  made to  a d o p t  t h i s  
p o p u l a r ,  and to  some e x t e n t ,  r e p e t i t i v e  d i s c u s s i o n  f p r  th e  p u rp o se s  
o f  t h i s  s tu d y .
As m en t io n ed  b e f o r e ,  th e  w o r ld  o i l  i n d u s t r y  o u t s i d e  N orth  
America and th e  communist c o u n t r i e s  was dom ina ted  by th e  seven  
l a r g e  m u l t i n a t i o n a l  c o r p o r a t i o n s .  H i s t o r i c a l l y  t h e s e  companies 
j o i n t l y  and s e p a r a t e l y  i n v e s t e d  l a r g e  sums o f  money to  f i n d  and 
deve lop  o i l  r e s o u r c e s  f o r  t h e i r  n e e d s .  F u r th e rm o re ,  th e s e  
companies sometimes c o - o p e r a te d  open ly  o r  c o l l u s i v e l y ,  and on 
many o c c a s io n s  fo u g h t  as r i v a l s .  But t h e i r  u n d e r ly in g  o b j e c t i v e  
was m a in ly  to  c o n t r o l  p ro d u c in g  and p o t e n t i a l  s o u rc e s  o f  c ru d e  o i l  
a round  th e  w o r ld ,  t o  e n s u re  ad e q u a te  s u p p l i e s  f o r  t h e i r  m a rk e t in g  
e f f o r t s ,  and to  a v o id  u n n e c e s s a ry  p r i c e  c o m p e t i t io n .  A lthough  
t h e i r  g o a ls  and o b j e c t i v e s  rem ained  r e l a t i v e l y  u n a l t e r e d ,  the  
company-government r e l a t i o n s h i p  underw ent a  r a p i d  change w i th  t h e ' 
e s t a b l i s h m e n t  o f  OPEC i n  1960. OPEC's i n i t i a l  s u c c e s s  i n  r e v e r s i n g  
th e  d e c l i n e  o f  t h e  p o s te d  p r i c e s  i n  t h e  e a r l y  I9 6 0 1s ,  and th e  e x p e n s in g  
o f  r o y a l t y  paym en ts ,  a l th o u g h  n o t  s p e c t a c u l a r ,  was g a in in g  momentum
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i n  th e  second  h a l f  o f  th e  s i x t i e s 0 The m a jo r  o i l  e x p o r t i n g  
c o u n t r i e s  were becoming more d e te rm in e d  i n  t h e i r  p u r s u i t  o f  p o l i c i e s  
aimed a t  g a in in g  more rev en u e  and c o n t r o l  ove r  t h e i r  o i l  
. i n d u s t r y .
I n  June  1968, a t  i t s  16th c o n fe r e n c e ,  OPEC a d o p te d  a 
" D e c la r a to r y  S ta te m e n t  o f  P e t ro le u m  P o l i c y  i n  Member C o u n t r i e s " .
T h is  s t a t e m e n t  d e c l a r e d  t h a t  "ch an g in g  c i r c u m s ta n c e s "  
j u s t i f i e d  th e  r e v i s i o n  o f  th e  c o n t r a c t s  made be tw een  th e  i n t e r ­
n a t i o n a l  o i l  companies and OPEC member c o u n t r i e s . The l a t t e r  
f u r t h e r  a s s e r t e d  t h e i r  r i g h t s  to  p a r t i c i p a t e  i n  ow nersh ip  o f  
th e  p ro d u c in g  o i l  companies i n  t h e i r  r e s p e c t i v e  c o u n t r i e s .  T h is  
movement by th e  OPEC members c o l l e c t i v e l y  was fo l lo w e d  by 
i n d i v i d u a l  c o u n t r i e s 1 e f f o r t s  to  s e c u re  more re v e n u e s  from  th e  
com panies . The A lg e r i a n s  i n  1968 and th e  I r a n i a n s  i n  1969 
succeeded  i n  t h i s  r e s p e c t ,  w h i le  th e  q u e s t i o n  o f  w h e th e r  to  
n a t i o n a l i z e  th e  p ro d u c in g  o i l  companies i n  th e  M iddle  E a s t ,  as 
a d v o c a te d  by th e  m i l i t a n t  r e g im e s ,  o r  to  go f o r  governm ent 
" p a r t i c i p a t i o n "  w i th  t h e s e  com panies , i n i t i a t e d  by Shaikh  Zaki
Yamani and s u p p o r te d  by th e  m odera te  r e g im e s ,  dom ina ted  th e  
2d e b a te s  a t  OPEC.
At th e  b e g in n in g  o f  1970, th e  L ibyan  governm ent began  
n e g o t i a t i o n s  aimed a t  i n c r e a s i n g  p o s te d  p r i c e s  o f  L ibyan  c rude  
and r a i s i n g  t a x  r a t e s .  These n e g o t i a t i o n s  d ragged  on f o r  n in e  
m on ths ,  and e v e n t u a l l y  t h e  companies a g re e d  to  s u b s t a n t i a l  
i n c r e a s e s  i n  t a x e s  and p r i c e s  o f  th e  L ibyan  c ru d e .  D uring  th e s e  
n e g o t i a t i o n s  L ibya  had  th e  t a c i t  s u p p o r t  o f  o t h e r  OPEC members,
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and th e  o i l  companies were in v o lv e d  i n  le n g th y  d i s c u s s i o n  w i th  
r e g a r d  t o  th e  consequences  o f  th e  a c c e p ta n c e  o f  th e  L ibyan  
demands, b o th  w i t h i n  th e  o i l  i n d u s t r y  and w i th  t h e i r  r e s p e c t i v e  
g o v e rn m e n ts . ^
The L ibyan  s e t t l e m e n t  w i th  th e  o i l  companies was f o l lo w e d  by 
demands from  o t h e r  o i l  e x p o r t e r s  to  o b t a i n  s i m i l a r  te rm s  under 
t h e  L ibyan  a g re e m e n t .  In  December 1970, OPEC’ s 2 1 s t  c o n fe re n c e  
a t  C aracas  e s t a b l i s h e d  55 p e r  c e n t  as  th e  minimum t a x  r a t e ,  
a d o p te d  th e  p r i n c i p l e  t h a t  d i f f e r e n c e s  i n  p o s te d  p r i c e s  s h o u ld  be 
b a s e d  o n ly  on q u a l i t y  and t r a n s p o r t a t i o n  d i f f e r e n t i a l s ,  demanded 
th e  a d ju s tm e n t  o f  p o s te d  p r i c e s  to  r e f l e c t  changes i n  f o r e i g n  
exchange r a t e s ,  and i n s t r u c t e d  OPEC’ s S e c r e t a r y - G e n e r a l  to  m o n ito r  
o i l  company l i f t i n g  and r e p o r t  on any " d i s c r i m i n a t o r y  p r o d u c t io n  
p o l i c y " , ^  T h is  was a n o th e r  i n d i c a t i o n  o f  th e  growing aw areness  
and d e te r m i n a t i o n  o f  th e  OPEC c o u n t r i e s  to  e x e r c i s e  more c o n t r o l  
ove r  t h e i r  o i l  i n d u s t r y .  The o i l  companies r e a l i z e d  t h a t  
s i m i l a r  i n c r e a s e s  would have  to  be  g iv e n  to  o t h e r  o i l  e x p o r t i n g  
c o u n t r i e s ,  i n  p a r t i c u l a r  to  th e  m ajo r  e x p o r t e r s  i n  th e  M iddle E a s t .  How­
e v e r  i n  o r d e r  to  p r o t e c t  th em se lv e s  a g a i n s t  any f u t u r e  l e a p - f r o g g in g  
th e  companies d e c id e d  to  n e g o t i a t e  c o l l e c t i v e l y  w i th  OPEC and 
th o s e  A m erican o i l  companies in v o lv e d  s e c u r e d  p e r m is s io n  from  th e  
US governm ent f o r  such  c o l l e c t i v e  a p p ro ach es  which p r e v i o u s l y  had n o t  
b e e n a i io w ed  unde r  th e  US A n t i - T r u s t  law s .
N e g o t i a t i o n s  began  a t  T ehran  betw een  s i x  P e r s i a n  G ulf  o i l  
e x p o r t i n g  c o u n t r i e s  and tw en ty - tw o  o i l  companies i n  J a n u a ry  1971.
These n e g o t i a t i o n s  p ro v ed  d i f f i c u l t ,  and e v e n t u a l l y  “the
companies a g re e d  to  i n c r e a s e  th e  p o s te d  p r i c e s  and th e  t a x
r a t e s  a f t e r  a s p e c i a l  OPEC c o n fe re n c e  was c a l l e d  which d e c id e d
on a  " t o t a l  embargo" by member s t a t e s  ( e x c e p t  I n d o n e s ia )  a g a i n s t
5any company t h a t  d rd  n o t  a c c e p t  th e  55 p e r  c e n t  t a x  r a t e .
The p o s te d  p r i c e s  on A ra b ia n  L ig h t*  c ru d e  r o s e  from  $1 .80  to  
$2 .28  a b a r r e l ,  w i th  a 2 .5  p e r  c e n t  an n u a l  e s c a l a t i o n  to  o f f ­
s e t  th e  e f f e c t s  o f  i n f l a t i o n  i n  th e  p r i c e  o f  im p o r te d  com m od it ies ,  
and th e  t a x  r a t e  was r a i s e d  to  55 p e r  c e n t .  The o i l  com panies , 
on th e  o t h e r  han d , g o t  a f i v e - y e a r  ag reem en t from  th e  G ulf 
p ro d u c e r s  and, i n  A p r i l  1971, c o n c lu d ed  a s i m i l a r  f i v e - y e a r  ag reem en t  
w i th  th e  M e d i te r r a n e a n  p ro d u c e r s  (L ib y a ,  A l g e r i a ,  as w e l l  as  Saudi 
A ra b ia  and I r a q  f o r  t h e i r  M e d i te r r a n e a n  p i p e l i n e  t h r o u g h p u t ) «
These ag reem en ts  came under  s t r a i n  a few months l a t e r  i n  th e  
summer o f  1971 when th e  c o n t in u e d  d e p r e c i a t i o n  o f  th e  U n i ted  S t a t e s  
d o l l a r  i n  r e l a t i o n  to  o t h e r  m a jo r  c u r r e n c i e s  e ro d e d  some o f  th e  
f i n a n c i a l  g a in s  o f  th e  o i l  e x p o r t e r s  a c h ie v e d  by th e  T ehran  and 
T r i p o l i  a g re e m e n ts .  A lthough  t h e r e  were no p r o v i s i o n s  f o r  th e  f a l l  
i n  v a lu e  o f  th e  d o l l a r  i n  th e  ag re e m e n t ,  OPEC, r e f e r r i n g  to  th e  
C aracas  r e s o l u t i o n  (XXI 122, se e  above), demanded an i n c r e a s e  i n  
p o s te d  p r i c e s ,  and i n  J a n u a ry  1972 th e  o i l  companies a g re e d  to  
i n c r e a s e  p o s te d  p r i c e s  by 8 .49  p e r  c e n t  to  t a k e  a c c o u n t  o f  th e s e  
m onetary  a d j u s t m e n t s 0 The p r i c e  o f  A ra b ia n  L ig h t  r o s e  from 
$2 .28  to  $ 2 . 4 8 . 6
^ A ra b ia n  L ig h t  c ru d e  g r a v i t y  34°API i s  c o n s id e r e d  as M arker c ru d e .
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As th e  o i l  e x p o r t i n g  c o u n t r i e s  began  to  e n jo y  th e  power o f  
t h e i r  c o l l e c t i v e  b a r g a i n in g  once more th e y  fo c u s e d  on a n o th e r  lo n g ­
s ta n d i n g  demand, namely t h a t  o f  e q u i t y  p a r t i c i p a t i o n  i n  th e  m ajo r  
c o n c e s s io n s  i n  t h e i r  r e s p e c t i v e  c o u n t r i e s .  I n  F e b ru a ry  1971,
A l g e r i a  n a t i o n a l i z e d  51 p e r  c e n t  o f  F rench  o i l  c o n c e s s io n s ,  and
i n  J u ly  OPECTs 2 4 th  c o n fe re n c e  demanded " im m ed ia te  s t e p s  tow ards
. . .  7th e  e f f e c t i v e  im p le m e n ta t io n  o f  th e  p r i n c i p l e  o f  p a r t i c i p a t i o n . "
I n  December 1971, L ib y a  n a t i o n a l i z e d  B r i t i s h  P e t ro le u m  c o n c e s s io n s ,
and f i v e  months l a t e r ,  i n  June  1972, I r a q  n a t i o n a l i z e d  th e  I r a q
P e t ro le u m  Company’ s c o n c e s s io n  (K irkuk a r e a )  a f t e r  an e le v e n  y e a r
d i s p u t e .  I n  Septem ber 1972, L ibya  a c q u i r e d  50 p e r  c e n t  i n t e r e s t
i n  two ENI c o n c e s s io n s .  N a t i o n a l i z a t i o n  by  th e  more m i l i t a n t  Arab
c o u n t r i e s  was fo l lo w e d  by an agreem ent be tw een  Saud i A ra b ia  and
Abu Dhabi w i th  th e  o i l  com pan ies ,  in  w hich th e  governm ent s h a re
o f  p a r t i c i p a t i o n  was to  s t a r t  a t  25 p e r  c e n t  i n  1973, r i s i n g  to
851 p e r  c e n t  by 1982. I n  a s i t u a t i o n  o f . e f f e c t i v e  
c o l l e c t i v e  b a r g a i n in g  used  by OPEC members and t h e i r  c o n c e n t r a t e d  
e f f o r t s  to  o b t a i n  b e t t e r  f i n a n c i a l  term s and g a in  e q u i t y  
p a r t i c i p a t i o n  i n  th e  c o n c e s s io n  h o ld in g  com pan ies ,  i t  was o n ly  th e  
growing demand f o r  p e t r o le u m  p r o d u c ts  d u r in g  t h i s  p e r i o d  (1969-72) which 
r e p r e s e n t e d  a m a jo r  f a c t o r  i n  r e s t r a i n i n g  th e  o i l  companies from  
an a l l - o u t  c o n f r o n t a t i o n ,  f i r s t  i n  th e  L ibyan  n e g o t i a t i o n s  o f  
1970, and l a t e r  i n  r e s p o n s e  to  th e  n a t i o n a l i z a t i o n s  by A l g e r i a ,
L ib y a  and I r a q .
As m en tioned  b e f o r e ,  o i l  was i n  p l e n t i f u l  s u p p ly  d u r in g  th e  
s i x t i e s ,  and a number o f  m a jo r  d i s c o v e r i e s  o f  new r e s e r v e s  and 
f a s t  deve lopm ent e n s u re d  th e  c o n t in u o u s  r a t e  o f  grow th  o f
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p r o d u c t io n  c a p a c i t y  to  cope w i th  th e  growing demand. By th e  
end o f  th e  s i x t i e s ,  th e  o i l  d i s c o v e r i e s  and th e  a d d i t i o n s  to  
p r o d u c t io n  c a p a c i t y  w ere  n o t  f a s t  enough to  a c t  as  a  c o n t in u o u s  - 
s a f e g u a r d  a g a i n s t  r i s i n g  demand by W estern  E u ro p e ,  J a p a n  and th e  
growing im p o r t  o f  o i l  by th e  U n i te d  S t a t e s ,  as i n d i c a t e d  i n  th e  
T a b le  be lo w .
TABLE i n - 1
O il  Imp o r t s  1968-1973 
U n i ted  S t a t e s ,  W estern  Europe and Ja p a n
   ' ' Thousand b a r r e l s  d a i l y
Average
1968 1969 1970 1971 1972 1973 ye
1968-1973
USA 2,810 2,170 3,420 3,930 4 ,740 6 ,205 17.2
W estern
Europe 10,480 11,430 12,940 13,520 14,065 15,310 7 .9
J a p an 3,060 3 ,590 4 ,280 4 ,720 4,815 5 ,760 13.5
R e s t  o f  
World 4 ,050 4 ,980 4,960 5 ,970 6 ,585 6 ,855 11.1
TOTAL 20,400 23 ,170 25,600 28,140 30,205 34 ,130 10.8
Sou rce : B r i t i s h P e t ro le u m S t a t i s t i c a l  Review o f  th e World
O i l  I n d u s t r y ,  1973.
A c o n t i n u a t i o n  o f  t h e  h ig h  r a t e  o f  grow th  i n  th e  w orld  o i l  
consum ption  would have  r e q u i r e d  “ on th e  b a s i s  o f  1973 o i l  im p o r ts  
o f  3 4 01 m i l l i o n  b a r r e l s  and th e  r a t e  o f  grow th o f  10 .8  p e r  c e n t  
a n n u a l ly  -  an a d d i t i o n a l  3-5 m i l l i o n  b a r r e l s  p e r  day each  y e a r  
b e tw een  1974-1977, and th e  a d d i t i o n a l  p r o d u c t io n  o f  a n o th e r  34 
m i l l i o n  b a r r e l s  p e r  day a v a i l a b l e  f o r  e x p o r t  by  1980. I n  a d d i t i o n
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t o  t h e s e  e x t r a p o l a t i o n s  and p r e d i c t i o n s  o f  a  r e a l  su p p ly  c r i s i s
9 . . .by t h e  end o f  1970, th e  T ra n s -A ra b ia n  p i p e l i n e  w hich  c a r r i e d
n e a r l y  500 ,000  b a r r e l s  o f  c ru d e  p e r  day from Saudi A ra b ia  to  th e
M e d i te r r a n e a n  was s h u t  due t o  an a c c i d e n t  d u r in g  1970, th u s
i n c r e a s i n g  t h e  im p o r ta n c e  o f  t h e  Liby'an o i l  i n  E u rope . F u r th e rm o re ,
L ib y a  and “Kuwait: d e c id e d  to  p u t  a c e i l i n g  on t h e i r  p r o d u c t i o n  o f
c rude  o i l  as  a c o n s e r v a t io n  m easu re ,  and i t  was p r o b a b le  t h a t  o t h e r
p ro d u c e r s  i n  th e  M iddle  E a s t  m igh t f o l lo w  t h e s e  c o u n t r i e s  t o  p r e v e n t
r a p i d  d e p l e t i o n  o f  t h e i r  o i l  r e s o u r c e s .
C o n se q u e n t ly ,  t h e  m arke t  p r i c e  f o r  c ru d e  o i l  began  to  i n c r e a s e
g r a d u a l ly  from  m i d - 19700 There  was a tem p o ra ry  p r e s s u r e  o f  demand
on th e  e x i s t i n g  m arke t  s u p p ly ,  w hich l e d  to  h i g h e r  p r i c e s  o f f e r e d
by th e  b u y e r s ,  and i n  p a r t i c u l a r  th e  in d e p e n d e n t  o i l  com pan ies .
In d ep e n d e n t  o i l  companies were e a g e r  to  s e c u r e  t h e i r  r e q u i r e m e n ts
o f  c rude  o i l  as some m ajo r  o i l  com pan ies , who were w o r r ie d  by th e
consequences  o f  e q u i t y  p a r t i c i p a t i o n  o f  OPEC c o u n t r i e s ,  showed some
r e l u c t a n c e  t o  s e l l  t h e i r  e q u i t y  c ru d e  to  t h i r d  p a r t y  c u s to m e rs .
So, d e s p i t e  t h e  o i l  c om pan ies f p r e d i c t i o n s ,  th e  p e t r o le u m  e x p o r t i n g
c o u n t r i e s  w ere  a b le  to  s e l l  p a r t i c i p a t i o n  o i l ,  a l th o u g h  i n  sm a l l
q u a n t i t i e s ,  a t  h i g h e r  p r i c e s  th a n  d e te rm in e d  by buy back  p r ice s -
u n d e r  p a r t i c i p a t i o n  a g re e m e n ts ,  and i n  some c a s e s  even above th e
p o s te d  p r i c e s .  As a  r e s u l t  o f  t h i s ,  th e  a ssu m p t io n  of th e  T ehran
and T r i p o l i  p r i c e  ag reem en ts  t h a t  p o s te d  p r i c e s  (which were th e
b a s i s  f o r  d i v i s i o n  o f  p r o f i t  b e tw e en 'c o m p an ie s  and governm ents)  would
rem a in  h i g h e r  th a n  m ark e t  p r i c e s  was v i t i a t e d :  t h e r e f o r e ,  t h e
p ro d u c e r s  r e c e iv e d  t a x - b a s e d  p r i c e s  f o r  t h e i r  o i l  w hich were low er
*10t h a n  th e  g o ing  m arke t  p r i c e .
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By Septem ber 1973, OPEC members began  to  p r e s s  h a r d e r  f o r  
some r e v i s i o n  o f  th e  p r i c e s  n e g o t i a t e d  u n d e r  th e  T ehran  and 
T r i p o l i  a g re e m e n ts .  These n e g o t i a t i o n s  began  on O ctober  8 th  i n  
V ienna , and were a d jo u rn e d  on th e  12th f o r  two w eeks ,  n e v e r  to  
be reopened  a g a in ,  and on 16th O c tober  1973, th e  m i n i s t e r i a l  
com m ittee  r e p r e s e n t i n g  th e  s i x  Gulf s t a t e s  o f  OPEC met and d e c id e d  
to  r a i s e  th e  p o s te d  p r i c e s  u n i l a t e r a l l y .  . T h is  momentous d e c i s i o n  
t r a n s f e r r e d  th e  t o t a l  c o n t r o l  o v e r  th e  o i l ;  p r i c e s  i n t o  th e  hands  o f  
th e  o i l - p r o d u c i n g  c o u n t r i e s .  The p o s te d  p r i c e  o f  A ra b ia n  L ig h t  
c rude  was r a i s e d  from, $3o01 to  $5 .12  a b a r r e l ,  an i n c r e a s e  o f  
a p p ro x im a te ly  70 p e r  c e n t .  This  was to  m a in ta in  p o s te d  p r i c e s  a t  
abou t 40 p e r  c e n t  above th e  a p p l i c a b l e  m arke t  p r i c e s ,  and i f
e v a lu a t e d  i n  t h i s  way, th e  i n c r e a s e  was o n ly  ab o u t  17 p e r  c e n t . 1 'One o f  th e
re a s o n s  f o r  t h i s  r e l a t i v e l y  s w i f t  v i c t o r y  o f  th e  s i x  G ulf s t a t e  
p ro d u c e r s  i n  such  an e s s e n t i a l  i s s u e ,  was th e  o u tb re a k  o f  th e  f o u r t h
Arab " I s r a e l  war t e n  days e a r l i e r  on 6 t h  O c tobe r  1973.
P e rh ap s  more t h a n  anywhere e l s e ,  o i l  h a s  p la y e d  a  h i g h ly  p o l i t i c a l  
r o l e  i n  th e  M iddle  E a s t  s in c e  i t s  d i s c o v e r y  n e a r l y  s e v e n ty  7
y e a r s  a g o 0 O i l  companies w ere  blam ed f o r  u s in g  t h e i r  f i n a n c i a l  
i n f l u e n c e  to  prom ote t h e i r  own g o a ls  and th o s e  o f  t h e i r  p a r e n t  
gove rnm en ts .  O i l  h a s  b een  th e  focus  o f  n a t i o n a l  a s p i r a t i o n s  i n  
th e  a r e a  f o r  more th an  t w e n ty - f iv e  y e a r s .  U n t i l  1958 th e  s t a t e s  
i n  th e  Arab w o r ld  w i th  abundan t  o i l  r e s e r v e s ,  such  as Saudi A ra b ia ,
Kuwait and I r a q ,  a l l  had  c o n s e r v a t i v e ,  m o n a rc h ic a l  governm en ts .
/
S y r ia  and E g y p t ,  w hich h a d  more r a d i c a l  r e g im e s ,  c o u ld  i n f l u e n c e
th e  o i l  b u s in e s s  o n ly  v i a  t h e i r  s t r a t e g i c  p o s i t i o n s  as  
12t r a n s i t  c o u n t r i e s .  The r e v o l u t i o n  i n  I r a q  i n  1958 was p ro b a b ly  a
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m ajo r  change i n  t h i s  s t a g e  o f  a f f a i r s  a l lo w in g  th e  o i l  companies 
to  o p e r a t e  w i th o u t  f e a r  o f  l a r g e - s c a l e  i n t e r r u p t i o n s  to  c ru d e  o i l  
s u p p l i e s  from  t h i s  a r e a .  A no the r  m ajo r  change was t h e  A r a b - I s r a e l  
war o f  June  19673 i n  w hich  c o n s id e r a b l e  a r e a s  o f  Arab c o u n t r i e s  
w ere  o c c u p ie d  by I s r a e l .  The o i l  weapon was u se d  im m ed ia te ly  a f t e r  
th e  war w i th  l i t t l e  s u c c e s s ,  b u t  t h e  e v e n ts  w hich  f o l lo w e d  i n  t h e  
Arab w o r ld  and th e  c o n t in u o u s  o c c u p a t io n  o f  Arab la n d  by I s r a e l  
i n c r e a s e d  th e  p o s s i b i l i t y ,  and a l s o  t h e  d e t e r m i n a t i o n ,  o f  m a jo r  Arab 
o i l - e x p o r t i n g  c o u n t r i e s  to  u se  o i l  as  a  ’’p o l i t i c o - e c o n o m i c ” weapon.
Even m odera te  Arab c o u n t r i e s ,  such  as Saudi A r a b ia ,  w arn ed ,  p r i o r  to  
t h e  O c to b e r  War, t h a t  t h e  o i l  weapon m igh t  be used  i f  th e  U n i ted  
S t a t e s  d id  n o t  p u r s u e  a more "ev en -h an d ed  and j u s t  p o l i c y "  i n  t h e  
M iddle  E a s t , ^
The d e c i s i o n  to  i n c r e a s e  th e  p o s te d  p r i c e s  o f  c ru d e  o i l  was 
t a k e n  n o t  b e c a u s e  o f  th e  A r a b - I s r a e l  w a r ,  b u t  was aimed p r i m a r i l y  
a t  m a in t a i n in g  th e  same r e l a t i o n s h i p  w hich  once e x i s t e d  be tw een  
p o s te d  and m ark e t  p r i c e s  o f  c ru d e  o i l .  However, i t s  t im in g  th e  
m id d le  o f  th e  war and i n c r e a s i n g  u n c e r t a i n t y  a b o u t  f u t u r e  s u p p l i e s  
o f  c ru d e  o i l  h e lp e d  to  r e d u c e  any l i k e l i h o o d  o f  r e s i s t a n c e  from  th e  
m ajo r  o i l  com panies . E le v en  days a f t e r  th e  u n i l a t e r a l  p r i c e  i n c r e a s e ,  
on 2 7 th  O c to b e r ,  Arab o i l - e x p o r t i n g  c o u n t r i e s  a d o p te d  an o u t p u t - a n d -  
d e s t i n a t i o n  r e s t i r c t i o n  to  a i d  t h e i r  war e f f o r t s .  T h is  c r e a t e d  an 
even  n a r ro w e r  m arke t  f o r  th e  t h i r d - p a r t y  s a l e s  o f  c ru d e  o i l ,  
e s p e c i a l l y  c rude  o i l  from  non-Arab c o u n t r i e s  o f  OPEC. I n  November and 
December 1973, t h e  p r i c e  of non-em bargoed o i l  i n  t h e  m arke t  r e a c h e d  t h r e e  
t o  f o u r  t im es  t h e  l e v e l  o f  th e  s o - c a l l e d  "m a rk e t  p r i c e "  which OPEC Gulf
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s t a t e s  had  s e t  i n  m id -O c to b e r ,  and p ro v id e d  c o n f i r m a t io n  t h a t
companies s h o r t  o f  c r u d e w o r r i e d  a b o u t ' t h e i r  a b i l i t y  to  s e c u r e  s u p p l i e s ,
would be  r e a d y  to  pay much h i g h e r  p r i c e s  th a n  a n t i c i p a t e d  by
th e  i n d u s t r y .*  ‘ On December 22nd 1973, th e  s i x  P e r s i a n  Gulf
p ro d u c e r  s t a t e s  r a i s e d  t h e i r  p o s te d  p r i c e s  a g a in ,  and th e  p r i c e  o f  th e
A ra b ia n  L ig h t  (Marker Crude) was i n c r e a s e d  f r o m .$ 3 .12  to  $11.65
p e r  b a r r e l ,  y i e l d i n g  a governm ent " ta k e "  o f  $7 .00  a  b a r r e l .  Th is
was c o n s id e r e d  to  be  th e  p r i c e  which l e f t  th e  c o s t  o f  o i l  below
15th e  c o s t  o f  s u b s t i t u t e s .
The c o s t  o f  o i l  to  th e  m ajo r  companies would have  b een  i n  
th e  r e g io n  o f  $7 .00  p e r  b a r r e l  i f  a l l  t h e i r  p u r c h a s e s  had  been  
on th e  b a s i s  o f  " e q u i t y  o i l "  w i th  th e  p o s te d  p r i c e  o f  $11,65 p e r  
b a r r e l .  However, th e  developm ent on th e  o t h e r  im p o r ta n t  i s s u e  
c o n c e rn in g  th e  o i l  b u s in e s s  i n  th e  M iddle E a s t ,  namely th e  i s s u e  
o f  ’j j a r t i c i p a t i o i f ,  changed th e  s i t u a t i o n  c o n s id e r a b l y .  The s t a t e s  
in v o lv e d  i n  th e  p a r t i c i p a t i o n  n e g o t i a t i o n s  w i th  th e  companies 
s c ra p p e d  th e  p r e v io u s  f ram ew ork , and demanded an im m ediate  
m a j o r i t y  c o n t r o l  o f  th e  f o r e i g n  o i l  p ro d u c in g  companies i n  t h e i r  
r e s p e c t i v e  c o u n t r i e s .  In  J a n u a ry  1974, Kuwait announced 60 p e r  
c e n t  governm ent p a r t i c i p a t i o n  i n  th e  BP G ulf  c o n c e s s io n ,  and Q a ta r  
fo l lo w e d  t h i s  move a month l a t e r .  N i g e r i a  d e c l a r e d  55 p e r  c e n t  
governm ent p a r t i c i p a t i o n  i n  a l l  c o n c e s s io n s  i n  May, and i n  June  
1974 Saudi A ra b ia  announced t h a t  i t  would demand 60 p e r  c e n t  
p a r t i c i p a t i o n ,  i n  ARAMCO, Abu D h a b iT.s move a g a i n s t  t h e ■companies 
h o ld in g  c o n c e s s io n s  i n  i t s  t e r r i t o r y  fo l lo w e d  s h o r t l y .  C o n se q u e n tly ,  
by  th e_ e n d  o f  1974, th e  m ajo r  o i l  c om pan ies ’ " e q u i t y  o i l "  was red u c e d  
ro u g h ly  to  40 p e r  cen t '  o f  th e  t o t a l  o u t  i n  th o s e  c o u n t r i e s .
The r e s t  o f  th e  o i l  was s o ld  under  d i f f e r e n t  : ' ' ’
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p r i c e  a r r a n g e m e n ts ,  such  as " b r i d g i n g ” c ru d e ,  " p h a s e - i n ” c ru d e ,  
and th e  p a r t i c i p a t i o n  c ru d e  o f f e r e d  unde r  long  te rm  a g re e m e n ts .
I n  November 1974, Saud i A r a b ia ,  Q a ta r  and th e  U n i te d  Arab 
E m ira te s  announced an i n c r e a s e  i n  r o y a l t y  -  f rom  16,67 p e r  c e n t  
to  20 p e r  c e n t  ~ and t a x e s  -  from  65„75 p e r  c e n t  to  85 p e r  c e n t . ^  
These e v e n ts  r a i s e d  th e  a v e ra g e  c o s t  o f  c rude  o i l  to  th e  m ajor  
o i l  companies to  more th a n  $10 .00  p e r  b a r r e l  by 1975,
To sum up , th e  o i l  p r i c e  i n c r e a s e s  i n  1973 and 1974 w ere  
- r e f l e c t e d  p r i m a r i l y  by th e  f o r c e s  o f  s u p p ly  and demand and a g r e a t e r  
p a r t i c i p a t i o n  by th e  governm ents  o f  e x p o r t i n g  c o u n t r i e s . i n  th e  
companies h o ld in g  th e  c o n c e s s io n  r i g h t s „ I n d i r e c t l y ,  t h e  A rab- ' 
I s r a e l  war a l s o  p la y e d  a role.., as th e  r e s t r i c t i o n s  imposed were 
i n s t r u m e n t a l  i n  c r e a t i n g  an even n a rro w e r  m arke t  f o r  th e  non­
embargoed o i l  and f o r c i n g  up th e  m arke t  p r i c e s .
The hew r o l e  o f  th e  I n t e r n a t i o n a l  O i l  Companies
T r a d i t i o n a l l y ,  th e  i n t e r n a t i o n a l  o i l  companies i n v e s t e d
l a r g e  sums o f  money i n  a l l  a s p e c t s  o f  th e  o i l  i n d u s t r y  -  from
w e l lh e a d  to  f i n a l  m ark e ts  ~ t o  s a t i s f y  th e  r e q u i r e m e n ts  o f  a
v a r i e t y  o f  cu s to m e rs  th ro u g h o u t  th e  w o r ld  i n  r e t u r n  f o r  t h e i r
17c o n t in u o u s  p r o f i t a b l e  g row th . I n  p e r fo rm in g  t h i s  r o l e ,  th e  
m a jo r  o i l  companies so u g h t  to  c o n t r o l  c ru d e  o i l  p r o d u c t i o n ,  
i t s  r e f i n i n g  and t r a n s p o r t a t i o n  as w e l l  as m a rk e t in g  o f  p e t ro le u m  
p r o d u c t s .  T h e i r  su p p ly  mechanism w a s .b a s e d  on an i n t e g r a t e d  
s t r u c t u r e  w hich on many o c c a s io n s  h e lp e d  them to  overcome v a r io u s
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o p e r a t i o n a l  and p o l i t i c a l  d i f f i c u l t i e s .  T h is  t r a d i t i o n a l  r o l e  
was c o n s id e r a b l y  changed be tw een  O ctober  1973, when th e  p r i c e s  
w ere  r a i s e d  u n i l a t e r a l l y  by th e  p r o d u c e r s ,  and March 1975, when 
K uw ait,  abandon ing  th e  p a r t i c i p a t i o n  a g re e m e n t ,  s e i z e d  th e  
re m a in in g  40 p e r  c e n t  e q u i t y  o f  th e  Kuwait O i l  Company.
The l o s s  o f  c o n t r o l  o v e r  p r i c e - d e t e r m i n a t i o n  
c ru d e  o i l  by  th e  i n t e r n a t i o n a l  o i l  companies c o n s id e r a b l y  red u c e d  
th e  im p o r ta n c e  o f  t h e i r  r o l e  i n  the  o i l  b u s i n e s s .  Even 
more im p o r ta n t  th a n  t h a t ,  t h e  d e c i s i o n  o f  o i l  e x p o r t e r s  to  s e t  
o i l  p r i c e s  u n i l a t e r a l l y  im p l ie d  t h a t  th e  i n t e r n a t i o n a l  m ajo r  o i l  
companies had l o s t  c o n t r o l  o v e r  tlie p r i c i n g  o f  a  l a r g e  p o r t i o n  o f  
t h e i r  raw m a t e r i a l  s u p p ly .  A lthough  th e  com pan ies1 p r o f i t s  were 
m o s t ly  b a s e d  on th e  s a l e s  o f  p e t ro le u m  p r o d u c t s  a round  th e  w o r ld ,  
t h e i r  s u c c e s s f u l  o p e r a t i o n s  were p a r t l y  due to  t h e i r  a b i l i t y  to  
c o n t r o l  th e  p r i c e  o f  c rude  o i l  e n t e r i n g  th e  m a rk e t ,  and th u s  slow  down 
th e  i n c u r s i o n s  o f  newcomers i n  r e f i n i n g .  In  a d d i t i o n - t o  t h a t ,  t h e  
e x p o r t e r s  e f f e c t i v e l y  to o k  o v e r  th e  d e c is io n -m a k in g  c o n c e rn in g  th e  
aflpunt o f  o i l  p r o d u c t i o n  i n  t h e i r  c o u n t r i e s . T h is  was a n o th e r  im p o r ta n t  
i s s u e ,  s i n c e  th e  v e r t i c a l l y  i n t e g r a t e d  m ajo r  o i l  companies co u ld  
use  t h e i r  c o n t r o l  o v e r  j o i n t l y  owned p ro d u c in g  companies to  a d j u s t  
th e  r a t e  o f  o u tp u t  o f  c ru d e  o i l  to  th e  r a t e  o f  demand f o r  
p e t r o le u m  p r o d u c t s .  OPEC to o k  o v e r  th e  d e t e r m i n a t i o n  o f  p r i c e s ,  
b u t  t h e  p r o d u c t i o n  l e v e l s  w ere  l e f t  to  each  c o u n tr y  and were b a se d  on 
m arke t  demand, c o n s e r v a t i o n  m e a su re s ,  and i n  th e  c a s e  o f  some 
p r o d u c e r s ,  On p o l i t i c a l  c o n s i d e r a t i o n s .
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A nothe r  fu n d am e n ta l  change i n  th e  r o l e  o f  th e  i n t e r n a t i o n a l  
o i l  companies and th e  s t r u c t u r e  o f  M iddle  E a s t  o i l ,  came a f t e r  
th e  100 p e r  c e n t  ow nersh ip  o f  th e  o i l  i n d u s t r y  by th e  
OPEC governm ents  became a r e a l i t y .  . The o i l  companies l o s t  th e  
e q u i t y  c ru d e  to  w hich  th e y  were e n t i t l e d  as c o n c e s s i o n a i r e s  w hich has  
been a v a i l a b l e  to  them a t  t a x  p a id  c o s t .  T h is  low c o s t  source , o f  
c ru d e  o i l  was e x tr e m e ly  p r o f i t a b l e  to  th e  o i l  com pan ies ,  and gave 
them c o n s id e r a b l e  economic adv a n ta g e  o v e r  o t h e r  o i l  companies 
w i th  no e q u i t y  o i l .  Fo r  exam ple, i n  e a r l y  1974 when th e  p o s te d  
p r i c e s  o f  A ra b ia n  L ig h t  c rude  o i l  was $ 1 1 .6 5 ,  th e  companies w i th  
40 p e r  c e n t  e q u i t y  h o ld in g  had p r i c e  a d v a n ta g e  o f  n e a r l y  $4 .00  ^
p e r  b a r r e l ,  i . e . , -  th e  d i f f e r e n c e  be tw een  t h e i r  40 p e r  c e n t  e q u i t y  
o i l  and "buy b a c k 1 o i l ,  w hich was a round 9 4 .8  p e r  c e n t  o f  p o s te d  
p r i c e s .  And in d e e d  th e  Saud i A ra b ia n  and some o t h e r  p ro d u c e r s  * 
d e c i s i o n  to  r a i s e  r o y a l t y  and t a x  was taken-, m a in ly  to  e l i m i n a t e  
p r o f i t a b i l i t y  o f  e q u i t y  o i l ,  e f f e c t i v e l y ,m a k i n g  th e  ARAMCO’s e q u i t y  
o i l  n e a r l y  as  e x p e n s iv e  as p a r t i c i p a t i o n  o i l .
F u r th e rm o re ,  th e  l o s s  o f  c o n c e s s io n  re d u c e d  th e  p r o f i t s  o f  
th e  c o n c e s s io n  h o l d e r s ,  s in c e  th e  t a x e s  p a id  to  p ro d u c e r s  cou ld  
no lo n g e r  be  o f f  s e t  a g a i n s t  t a x  l i a b i l i t i e s  i n  th e  c o u n try  o f  . 
d o m ic i l e .  The f i ^ t y - f i f t y  p r o f i t  s h a r in g  a rra n g e m e n t  which s t a r t e d  
i n  1950 i n  e f f e c t  i n c r e a s e d  th e  rev e n u e s  o f  th e  o i l  p ro d u c e rs  i n  
th e  c h e a p e s t  way f o r  th e  com panies , as th e  (US companies) 
d e d u c te d  t h e s e  amounts a g a i n s t  t h e i r  . tax e s  a t  home. With 
com panies , as b u y e rs  o f  c ru d e ,  u n a b le  to :  f i n d  o t h e r  ways of 
r e d u c in g  US t a x  on t h e i r  f o r e i g n  p r o f i t s ,  t h e i r  income w i l l  be 
red u c e d  c o n s i d e r a b l y 0^
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To sum up , what th e  companies have  l o s t  i n  th e  p a s t  few 
y e a r s  i s  t h e  c o n t r o l  over, p r i c i n g  and p r o d u c t i o n ,  p l u s  t h e i r  
e q u i t y  ...ownership o f  t h e  r e s e r v e s .  The e x p o r t i n g  c o u n t r i e s  • 
now e f f e c t i v e l y  c o n t r o l '  t h e i r  o i l  o u t p u t ,  and , v i a  th e  
O r g a n iz a t io n  o f  P e t ro le u m  E x p o r t in g  C o u n t r i e s ,  p r i c e s .
However, th e  r o l e  o f  th e  i n t e r n a t i o n a l  o i l  companies i n  th e  
w o r ld  o i l  b u s i n e s s ,  i n s p i t e  o f  ch an g es ,  rem ains  v e ry  im p o r ta n t .
T o g e th e r ,  th e  m ajo r  i n t e r n a t i o n a l  o i l  com panies s t i l l  own
m ost o f  t h e  r e f i n i n g  and m a rk e t in g  f a c i l i t i e s  i n  th e  i n d u s t r i a l i z e d
w o r ld  and a l a r g e  p r o p o r t i o n  o f  e x i s t i n g  t r a n s p o r t a t i o n  f a c i l i t i e s .
In  a d d i t i o n  to  t h a t ,  th e y  s t i l l  have  some e q u i t y  o i l  i n  N orth
A m erica, th e  N o r th  Sea and some o t h e r  a r e a s .  T h e i r
s k i l l s  i n  e x p l o r a t i o n  and p r o d u c t io n  o f  c ru d e  o i l ,  and th e
m a rk e t in g  o f  p e t ro le u m  p r o d u c t s ,  makes them th e  i d e a l  p a r t n e r  f o r
th e  o i l  p ro d u c in g  c o u n t r i e s .  As p r i n c i p a l  lo n g - te rm  b u y e rs  o f
c ru d e  o i l ,  r a t h e r  th a n  th e  c o n c e s s i o n a i r e s ,  m a jo r  o i l  companies
can p l a y  an im p o r ta n t  r o l e  w i th o u t  b e in g  l a b e l l e d  " e x p l o i t e r s "
and becoming th e  t a r g e t  i n  an i n t e r n a l  p o l i t i c a l  d i s p u t e  w i t h i n
th e  e x p o r t i n g  c o u n t r i e s .  F u r th e rm o re ,  as b u y e rs  o f  c ru d e ,  th ey
can . Shop a round  s e e k in g  th e  c h e a p e s t  so u rc e  o f  s u p p ly ,  s in c e  •
th e y  do n o t  p o s s e s s  f i x e d  a s s e t s  and v a lu a b l e  p ro d u c in g  r i g h t s  to  r e s t r i c t
t h e i r  a c t i o n s .  . I n d e e d ,  from May 1974 and th ro u g h o u t  1975, th e
companies s h i f t e d  t h e i r  o f f t a k e  from one p ro d u c e r  to  a n o th e r  i n
o r d e r  to  m in im ize  t h e i r  o v e r a l l  c o s t  *of c ru d e  s u p p l i e s ,  th u s
19c r e a t in g  c o n s id e r a b l e  s t r a i n  on th e  o i l  p r o d u c e r s .
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The o i l  companies o r g a n i z a t i o n a l  a d ju s tm e n t  111 r e s p o n s e  to
t h e s e  changes i s  y e t  to- be f o rm a l iz e d .  G ulf  O i l  was th e  f i r s t
i n t e r n a t i o n a l  m ajo r  to  change th e  s t r u c t u r e  unde r  which i t s
w orldw ide  o p e r a t i o n s  were c o n d u c ted  by s e p a r a t i n g  th e  e x p l o r a t i o n -
p r o d u c t i o n  s e c t o r  from  r e f i n i n g - m a r k e t i n g ,  w i th  each  s e c t o r ,
s e e k in g  i t s  own p r o f i t a b l e  growth ~ a p r o c e s s  w hich was c o n s id e r e d
20to  be  a " r e v e r s e  i n t e g r a t i o n ” . Whether t h i s  w i l l  be  t h e  p a t t e r n  
f o r  .the f u t u r e  o p e r a t i o n s  o f  th e  m ajo r  o i l  com pan ies ,  o r  w h e th e r  
th e y  w i l l  choose to  c o n t in u e  t h e i r  v e r t i c a l l y  i n t e g r a t e d  s t r u c t u r e  
by  s e c u r i n g  lo n g - t e r m  o f f t a k e  a r ra n g e m e n ts ,  i s  n o t  c l e a r  £ilt ■ 
p r e s e n to  As f o r  th e  f i n a n c i a l  a s p e c t s  o f  o i l  companies o p e r a t i o n s ,  
th e  m ost im p o r ta n t  i s s u e  w i l t  be  th e  m arg in  be tw een  c o s t s  and 
p r o c e e d s ,  r a t h e r  th a n  t l ie  a b s o lu t e  l e v e l  o f  p r i c e  d e te rm in e d  by OPEC. 
T h is  w i l l  depend on th e  d i s c o u n t  on th e  p r i c e  o f  c ru d e  a l lo w e d  f o r  
t h e  m a jo rs  u n d e r  lo n g - te rm  agreements w i th  d i f f e r e n t  e x p o r t i n g  
c o u n t r i e s Q In  a d d i t i o n ,  some c o u n t r i e s  l i k e  S aud i A r a b ia ,  
w hich  need  th e  a s s i s t a n c e  o f  th e  m ajor  o i l  companies .in th e  
e x p a n s io n  o f  t h e i r  o i l  r e s o u r c e s ,  may c o n s id e r '  some form o f  
s e r v i c e  f e e  to  th e  com pan ies , e i t h e r  as  a  f u r t h e r  d i s c o u n t  on c ru d e ,  
o r  o t h e r w i s e .  T h is  c o - o p e r a t i o n  would f u r t h e r  e n s u re  r e l a t i v e  
s e c u r i t y  and c o n t i n u i t y  o f  c rude  su p p ly  f o r  t h e  companies i n  a d d i t i o n  
to  f i n a n c i a l  rew ard s  a s s o c i a t e d  w i th  h a v in g  a c c e s s  t p  c h e ap e r  c rude  
f o r  t h e i r  i n t e g r a t e d  n e tw o r k s .
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PART TWO
THE CASE OF THE NATIONAL IRANIAN OIL COMPANY
CHAPTER 'IV
HISTORICAL BACKGROUND AND EVENTS 
WHICH LED TO THE NATIONALIZATION 
OF THE OIL INDUSTRY AND THE FORMATION OF 
THE NATIONAL IRANIAN OIL COMPANY
In  t h i s  s e c t i o n  a t t e m p ts  have been  made to  d i s c u s s  v e ry  
b r i e f l y  th e  e v e n ts  w hich l e d  t o  n a t i o n a l i z a t i o n  o f  t h e  A nglo-  
I r a n i a n  O i l  Company i n  1951* The h i s t o r y  o f  n a t i o n a l i z a t i o n  o f  
th e  o i l  i n d u s t r y  i n  I r a n  has  b een  d e a l t  w i th  by a number o f  
I r a n i a n  and f o r e i g n  w r i t e r s *  The p u rp o se  h e re  i s  n e i t h e r  to  
r e p e a t  w hat th e y  have s a i d ,  n o r  to  d i s p u t e  i t *  T h is  s tu d y  i s  
a b o u t  th e  n a t i o n a l  o i l  com panies , and i t  i s  e s s e n t i a l  t h a t  th e  
emergence o f  each  company under  s tu d y  be p u t  i n t o  th e  r i g h t  
h i s t o r i c a l  p e r s p e c t i v e *  As f o r  I r a n ,  i t  i s  im p o r ta n t  to  know 
u n d e r  w hat p o l i t i c a l  and economic c o n s i d e r a t i o n s  th e  d e c i s i o n  to  
n a t i o n a l i z e  the. I r a n i a n  o i l  i n d u s t r y  was a d o p te d .  A g a in ,  t h e  argum­
e n t  h e r e  i s  n o t  th e  i s s u e  o f  n a t i o n a l i z a t i o n ,  o r  w h e th e r  such  a
LoP. E l w e l l - S u t t o n ,  Pe r s i a n  O i l  (Lawrence and W is h a r t ,
London, 1955).
M. Ghassemzadeh, An A n a l y t i c a l  Com parison o f  19 33 and 
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I n d u s t r y  (T e h ra n ,
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d e c i s i o n  was th e  b e s t  a l t e r n a t i v e  a t  th e  t im e ,  b u t  a c o n s i d e r a t i o n  
o f  th e  c i r c u m s ta n c e s  w hich l e d  to  th e  f o rm a t io n  and developm ent 
o f  th e  N a t io n a l  I r a n i a n  O i l  Company „
F u r th e rm o re ,  t h i s  d i s c u s s i o n  r e v e a l s  to  some e x t e n t  th e  
d eg ree  o f  aw areness  o f  th e  I r a n i a n  d e c is io n -m a k e r s  i n  th e  
governm ent and p a r l i a m e n t  (and l a t e r  in  th e  NIOC), o f  th e  n a t u r e  
o f  th e  w o r ld  o i l  i n d u s t r y ,  and o f  th e  m ajo r  i n t e r n a t i o n a l  o i l  
co m p an ies ’ r e l a t i o n s  w i th  o t h e r  o i l  p ro d u c in g  c o u n t r i e s  i n  w hich 
th e y  h e ld  c o n c e s s io n a r y  a g re e m e n ts 0 I t  a l s o  shows w hat th e s e  
p e o p le  c o n s id e r e d  to  be  th e  main problem s o f  th e  I r a n i a n  o i l  
i n d u s t r y .
D uring  World War I I ,  I r a n  was o c c u p ie d  by th e  A l l i e d  
f o r c e s  d e s p i t e  i t s  d e c l a r e d  n e u t r a l i t y 0 A f t e r  th e  war R u s s ia  was 
r e l u c t a n t  to  move i t s  t r o o p s  o u t  o f  th e  n o r t h e r n  p a r t  o f  I r a n .  
A f t e r  l e n g th y  n e g o t i a t i o n s ,  and some i n t e r n a t i o n a l  p r e s s u r e ,  th e  
R u ss ia n s  a g re e d  to  w i th d raw  t h e i r  f o r c e s  from I r a n  a f t e r  s ig n in g  
an o i l  ag reem en t  w i th  th e  I r a n i a n  Prime M i n i s t e r ,  G havam -Saltaneh . 
The ag reem en t  was t o  run  f o r  f i f t y  y e a r s  g iv in g  th e  R u ss ian s  
c o n c e s s io n s  i n  th e  n o r t h e r n  p r o v in c e s  o f  I r a n .  On 22nd O c tober  
1947, (30 Mehr 2506 I r a n i a n  y e a r )  Ghavam’ s o i l  ag reem en t  w i th  th e  
R u s s ia n s  was r e j e c t e d  by th e  M a jle s  ( low er  house  o f  th e  I r a n i a n  
l e g i s l a t i v e  b o d y ) .  The law p a s s e d  on t h a t  day r e j e c t i n g  Ghavam's 
ag reem en t  w i t h  th e  R u s s ia n s  w ent f u r t h e r  and i n s t r u c t e d  th e  
governm ent to  e n t e r  i n t o  n e g o t i a t i o n s  w i th  th e  A n g lo - I r a n ia n
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O il  Company,* w hich  had  a c o n c e s s io n  i n  th e  so u th  o f  I r a n .
P a r t  (c.) o f  th e  B i l l  s t a t e s  t h a t :
"The governm ent i s  i n s t r u c t e d  to  u n d e r ta k e  such  
n e g o t i a t i o n s  and m easures  as may be n e c e s s a r y  
to  s e c u r e  th e  n a t i o n a l  r i g h t s  i n  a l l  c a s e s  
w here th e  r i g h t s  o f  th e  p e o p le  have been  
v i o l a t e d  i n  r e s p e c t s  o f  th e  n a t i o n a l  w e a l th  o f  
th e  c o u n t r y ,  i n c l u d in g  i t s  underg round  r e s o u r c e s ,  
w i t h  s p e c i a l  r e f e r e n c e  to  th e  s o u th e r n  o i l ,  and 
must in fo rm  th e  N a t io n a l  Assembly (M ajles )  of  
th e  r e s u l t . "1
N e g o t i a t i o n s  on th e  b a s i s  o f  th e  above b i l l  c o n t in u e d  be tw een  
s u c c e s s iv e  governm ents and th e  A n g lo - I r a n ia n  O il  Company d u r in g  
1948 and 1949. A l l  m a t t e r s  o f  d i s p u t e  w i th  th e  company were
b ro u g h t  o u t  and s tu d i e d ,  by the. Government w hich  so u g h t  th e
. . . . 2o p in io n  o f  a number o f  I r a n i a n  and f o r e i g n  e x p e r t s .  The r e s u l t s
o f  t h i s  s tu d y  and th e  view s o f  in d e p e n d e n t  e x p e r t s  w ere  th e n  
handed  ove r  to  th e  M a j le s .
T h is  Company was e s t a b l i s h e d  as th e  A n g lo - P e r s i a n  O i l  Company 
i n  1909. P r i o r  to  t h a t  i n  1908, o i l  was d i s c o v e r e d  i n  
s o u th e r n  I r a n  on a c o n c e s s io n  which had  b een  g r a n t e d  to  
W il l ia m  Knox d ’Arcy by M u zaffa r  a l - D in  Sha t i n  1901. The 
c o n c e s s io m w a s  to  ru n  f o r  s i x t y  y e a r s ,  and i t  i n c lu d e d  a l l  
I r a n  e x c e p t  th e  f i v e  n o r th e r n  p r o v in c e s .  The Company, i n  
r e t u r n ,  p ro m ised  to  g iv e  16 p e r  c e n t  o f  th e  n e t  p r o f i t  to  
th e  P e r i s n  Government. The Company s t a r t e d  w i th  a  c a p i t a l  
o f  £2 m i l l i o n ,  b u t  i n  1914 th e  B r i t i s h  Government bough t  a 
c o n t r o l l i n g  i n t e r e s t  by s u p p ly in g  th e  Company w i th  
£ 2 .2  m i l l i o n .  A cco rd ing  to  th e  c o n c e s s io n ,  I r a n  was e n t i t l e d  
to  s h a r e  i n  th e  i n t e g r a t e d  p r o f i t s  o f  th e  Company. T h is  
i s s u e  was a t  th e  c e n t r e  o f  th e  d i s p u t e  be tw een  th e  Company 
and th e  I r a n i a n  Government. D’A rc y ’ s c o n c e s s io n  was c a n c e l l e d  
by th e  I r a n i a n  Government i n  1931, and a new ag reem en t  was 
s ig n e d  i n  1932. The b a se  o f  payment under  t h i s  agreem en t was 
on th e  tonnage  o f  o i l  e x p o r te d  r a t h e r  th a n  th e  p r o f i t s  o f  th e  
i n t e g r a t e d  o p e r a t i o n s  o f  th e  Company, I t  was t h i s  ag reem en t 
w hich  was th e  c e n t r e  o f  d i s p u t e  i n  1946-1951, and w hich l e d  
t o  n a t i o n a l i z a t i o n  o f  th e  o i l  i n d u s t r y  i n  I r a n ,
S e e : M ik d a s h i , Z . ,  F i n a n c i a l  A n a ly s is  of  M iddle E a s t e r n  O il  
C o n c e s s io n s :  1901-65 (P ra e g e r  P u b l i c a t i o n s ,  New York, 1966), 
C h a p te r  1. A lso  L o n g r ig g ,  S .H . , O i l  i n  th e  M iddle  E a s t , 
o p . c i t . , C h a p te r  4.
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The f o l lo w in g  memorandum g iv e s  th e  t w e n ty - f iv e  p o i n t s  
w hich th e  I r a n i a n  Government s e t  o u t  f o r  d i s c u s s i o n  w i th  th e  
Company's d e l e g a t i o n  on 2 8 th  Septem ber 1948. The im p o r ta n c e  
of  th e s e  p o i n t s  i s  th e  c e n t r e  o f  th e  d e b a te ,  th e y  a r e  s i g n i f i c a n t  
a l s o  b e c a u s e  th e y  i l l u s t r a t e  th e '  d e g re e  o f  a w aren ess  o f  t h e  I r a n i a n  
a u t h o r i t i e s  a t  t h e  t im e .  In  s tu d y in g  t h e s e  p o i n t s  h e re  th e  i n t e n t i o n  
i s  n o t  to  d i s c r e d i t  th e  Company, o r  to  j u s t i f y  n a t i o n a l i z a t i o n ,  as 
t h e s e  have  a l r e a d y  been  d e a l t  w i th  by o t h e r s .
MEMORANDUM 3
I n  c o n n e c t io n  w i th  th e  open ing  o f  p r e l i m i n a r y  d i s c u s s io n s  
w i th  th e  r e p r e s e n t a t i v e s  o f  th e  A n g lo - I r a n ia n  O i l  Company f o r  th e  
im p le m e n ta t io n  o f  C lau se  (e)  o f  th e  law o f  O c tober  22, 1947, th e  
f o l l o w in g  p o i n t s ,  w hich  th e  P e r s i a n  governm ent f o r  th e  p r e s e n t  
c o n s id e r s  to  f a l l  under  t h e  p r o v i s i o n s  o f  t h a t  c l a u s e ,  a r e  s e t  o u t  
as  f o l l o w s :
1. FLUCTUATIONS IN THE PRICE OF GOLD: Under C lau se  V o f  A r t i c l e  10 
o f  th e  1933 c o n c e s s io n ,  a p a r t  from ag reem en ts  made a t  v a r i o u s  
t im e s ,  th e  sums i n  s t e r l i n g  n e c e s s a r y  to  com pensate  th e  
governm ent a t  th e  g o ld  r a t e  have  n o t  b een  p a id .
2 .  BRITISH GOVERNMENT TAXATION: The P e r s i a n  gov e rn m en t’ s s h a re  
o f  th e  a n n u a l  p r o f i t s  o f  th e  company ough t  n o t  to  have  been  
i n c lu d e d  unde r  th e  income t a x  r e g u l a t i o n s  o f  th e  B r i t i s h  
governm en t, and th e  d e d u c t io n s  made from th e  P e r s i a n  
g o v e rn m e n t 's  s h a re  on t h i s  a c co u n t  must be  r e f u n d e d .
The l o s s  s u f f e r e d  by P e r s i a  on t h i s  a c c o u n t  i s  shown i n  th e  appended 
t a b l e .
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3. LIMITATIONS OF COMPANY DIVIDENDS: The l i m i t a t i o n  of 
d iv id e n d s  o b s e rv e d  by th e  company on th e  b a s i s  o f  th e  
B r i t i s h  gov e rn m en t’ s r u l i n g  ought n o t  to  have  b een  a p p l i e d  
to  th e  P e r s i a n  gove rnm en t’ s 20 p e r  c e n t  o f  th e  company’ s 
p r o f i t .
4 . SALES AGREEMENTS WITH THE BRITISH ADMIRALTY AND AMERICAN 
COMPANIES: Under A r t i c l e  21 o f  th e  1933 c o n c e s s io n  th e
company m ust a t  a l l  t im es  and i n  a l l  c a s e s  b e a r  in  mind th e  
r i g h t s , dues and i n t e r e s t s  o f  th e  governm en t, and must n o t  
u n d e r ta k e  o r  r e f r a i n  from  any a c t i o n  i n  such  a way as  to  
i n j u r e  th e  governm en t;  w hereas  i n  th e  s a l e s  ag reem en ts  
c o n c lu d e d  w i th  th e  B r i t i s h  A d m ira l ty  and A i r  F o rce  and w i th  
Am erican com pan ies ,  s in c e  th e  t r a n s a c t i o n s  have  n o t  ta k e n  
p l a c e  a t  th e  f a i r  p r i c e  o f  th e  day , th e  g o v e rn m en t’ s r i g h t s  
have  b e e n  i n j u r e d  so f a r  as 20 p e r  c e n t  o f  th e  p r o f i t s  a re  
c o n c e rn e d .  Com pensation  i s  r e q u e s t e d  f o r  t h i s .
5 .  OIL PRODUCTS CONSUMED IN THE COMPANY'S OPERATIONS: P e r s i a ' s  
dues on th e  o i l  p r o d u c t s  consumed i n  th e  company’ s o p e r a t i o n s  
have n o t  b e e n  p a i d ,  and m ust be r e fu n d e d .
6 . INSPECTION OF ACCOUNTS AND TECHNICAL INFORMATION: S u p e r v is io n  
o f  C lause  1 o f  A r t i c l e  16 and o f  A r t i c l e  21 o f  th e  1933 
c o n c e s s io n ,  and o f  th e  s h a re  o f  th e  governm ent i n  th e  
d i s t r i b u t e d  p r o f i t s  and i n  th e  company’ s r e s e r v e s  ( g e n e r a l  
r e s e r v e  and d e p r e c i a t i o n  r e s e r v e )  r e q u i r e s  t h a t  th e  P e r s i a n  
governm ent sh o u ld  be  a b le  to  examine th e  company’ s a c c o u n ts  
and l e d g e r s ,  and s h o u ld  have p r i o r  i n f o r m a t io n  on o p e r a t i o n s  
and d e c i s i o n s  l i k e l y  to  a f f e c t  th e  r i g h t s  o f  P e r s i a .
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7. EXPORT OF CRUDE OIL: Under A r t i c l e  21 o f  t h e  1933
c o n c e s s io n ,  and i n  a c co rd a n ce  w i th  th e  l e g a l  powers o f  th e  
P e r s i a n  governm en t,  th e  r e f i n i n g  o f  o i l  p r o d u c t s  m ust t a k e  
p l a c e  w i t h i n  P e r s i a .
8. INSTALLATIONS OUTSIDE PERSIA: A rrangem ents  m ust be made f o r
th e  governm ent to  r e c e i v e  i t s  s h a r e ,  a t  th e  end o f  th e  
c o n c e s s io n ,  i n  th e  i n s t a l l a t i o n s  e s t a b l i s h e d  o u t s i d e  P e r s i a  
from  th e  companyf s r e v e n u e s .
9 .  PRICE OF OIL PRODUCTS: The s a l e  p r i c e  o f  o i l  p r o d u c t s  w i t h i n  
P e r s i a  must be  f i x e d ,  i n  v iew  o f  th e  f a c t  t h a t  th e  a r ra n g e m e n ts  
i n c o r p o r a t e d  i n  th e  1933 c o n c e s s io n  a r e  o u t  o f  d a t e .
10. OIL DISTRIBUTION FACILITIES: I t  i s  r e q u e s t e d  t h a t  t h e r e
s h o u ld  be  a d e q u a te  e x p a n s io n  o f  o i l  d i s t r i b u t i o n  f a c i l i t i e s ,  
i n c l u d in g  p l a c e s  w here  t h e r e  a r e  a l r e a d y  f a c i l i t i e s  and 
th o s e  where t h e r e  a r e  n o t ,
11. REDUCTION OF FOREIGN EMPLOYEES AND WELFARE OF PERSIAN STAFF
AND LABOUR: Im p le m e n ta t io n  o f  th e  scheme handed  to  th e
company i n  November 1947, on th e  b a s i s  o f  A r t i c l e s  16 and 17 
o f  t h e  1933 c o n c e s s io n .
12. PREVENTION OF GAS WASTAGE: P r e v e n t io n  o f  gas w a s tag e  by i t s
'  consum ption  i n  th e  company’ s o p e r a t i o n s  and th e  c o n s t r u c t i o n
o f  p ip e s  to  th e  c i t i e s  f o r  g e n e r a l  con su m p tio n ,  o r  e l s e  i t s  
r e t e n t i o n  i n  th e  w e l l s  under  A r t i c l e s  12 and 21 o f  th e  
c o n c e s s io n .
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13. FOREIGN CONTRACTORS: Payment o f  income t a x  by f o r e i g n
c o n t r a c t o r s  i n  a c co rd a n ce  w i th  th e  law o f  th e  l a n d .
14. INSURANCE: I n s u r a n c e  o f  th e  company's i n s t a l l a t i o n s  i n  
P e r s i a  w i th  th e  I r a n i a n  In s u ra n c e  Company.
15. LENGTH OF THE CONCESSION: When th e  d ’Arcy c o n c e s s io n  was
r e v i s e d ,  two m a t t e r s  w ere  p a r t i c u l a r l y  i n  th e  minds o f  th e  
two p a r t i e s ,  P e r s i a  b e in g  i n t e r e s t e d  i n  th e  r o y a l t y  r a t e ,  
and th e  company i n  th e  l e n g t h  o f  th e  c o n c e s s io n .  W hile th e  
d ’Arcy c o n c e s s io n  was s t i l l  i n  f o r c e ,  w i th  a n n u a l  e x p o r t s  and 
s a l e s  o f  l e s s  th a n  4 ,0 0 0 ,0 0 0  t o n s ,  some £ 1 ,5 0 0 ,0 0 0  i n  g o ld  
was p a id  as  r o y a l t y  to  th e  governm ent. On t h i s  r e c k o n in g ,  on 
th e  b a s i s  od th e  d ’Arcy c o n c e s s io n ,  an an n u a l  e x p o r t  and s a l e  
o f  18 ,000 ,000  to n s  (a s  r e c e n t l y  a c h ie v e d  by th e  company) would 
p ro d u ce  more th a n  £ 6 ,5 0 0 ,0 0 0  i n  g o ld  i n  r o y a l t i e s  f o r  th e  
governm ent;  w hereas  u n d e r  th e  1933 c o n c e s s io n  18 ,000 ,000  to n s  
o f  e x p o r t s  and s a l e s  h as  p roduced  f a r  l e s s  th a n  £ 6 ,5 0 0 ,0 0 0 .
I t  i s  t h e r e f o r e  n o t  c l e a r  w hat t h e  P e r s i a n  governm ent r e c e i v e d ,  
a t  th e  tim e  o f  th e  c a n c e l l a t i o n  o f  th e  d ’Arcy c o n c e s s io n ,  i n  
exchange f o r  th e  e x t e n s i o n  c o n ta in e d  i n  th e  1933 c o n c e s s io n .  
T h is  m a t t e r  has  been  one o f  th e  g r e a t e s t  i n t e r e s t  to  th e  
P e r s i a n  governm en t,  and b e c a u se  o f  th e  com ple te  l a c k  o f  
p r o p o r t i o n  w i th  o t h e r  s i m i l a r  c o n c e s s io n s  h a s  a t t r a c t e d  th e  
a t t e n t i o n  and u l t i m a t e l y  th e  o p p o s i t i o n  o f  th e  p e o p le  more 
th a n  a n y th in g .
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A nothe r  p o i n t  to  be t a k e n  i n t o  a c co u n t  i n  c o n n e c t io n  w i th  
t h i s  com parison  i s  t h a t ,  under  th e  d ’Arcy c o n c e s s io n ,  a t  th e  
t e r m in a t i o n  o f  th e  c o n c e s s io n  a l l  th e  p r o p e r t y  and i n s t a l l a t i o n s  
o f  th e  company, w h e re v e r  th e y  m igh t be i n  th e  w o r ld ,  would have 
r e v e r t e d  to  P e r s i a  w hereas  i n  th e  1933 c o n c e s s io n  t h i s  c o n d i t i o n  
a p p l i e s  o n ly  to  th e  company’ s p r o p e r t y  i n  P e r s i a .  The im p o r tan ce  
o f  t h i s  m a t t e r  comes o u t  a l l  th e  more c l e a r l y  s in c e  th e  d ’Arcy 
c o n c e s s io n  would have ended i n i 962, w hereas  i t  was p ro v id e d  i n  
th e  1933 c o n c e s s io n  t h a t  i t  s h o u ld  run  f o r  a n o th e r  s i x t y  y e a r s .
I t  i s  e v id e n t  w hat a v a s t  d i f f e r e n c e  t h e r e  w i l l  be  i n  th e  o i l
r e s e r v e s  i n  P e r s i a ,  i n  com paring th e  d a te s  o f  e x p i r y ,p r o v id e d
f o r  i n  th e  two c o n c e s s io n s .
16. ROYALTY BASIS: The f i g u r e  o f  f o u r  s h i l l i n g s  a  to n
r e p r e s e n t e d  i n  1933 o n e - e ig h th  o f  th e  p r i c e  o f  P e r s i a n  
c ru d e  o i l ,  w hereas  now, on th e  b a s i s  o f  g o ld ,  i t  i s  
a c c o r d in g  to  th e  company’ s a c c o u n ts  l e s s  th a n  o n e - s i x t e e n t h .  
Thus th e  t o t a l  o f  th e  P e r s i a n  gov e rn m en t’ s r o y a l t i e s  i n  
r e l a t i o n  to  th e  t o t a l  p r i c e  o f  th e  o i l  e x t r a c t e d  r e p r e s e n t e d
33 p e r  c e n t  i n  1933 and o n ly  a b o u t  9 p e r  c e n t  i n  1947.
I f  th e  P e r s i a n  gov e rn m en t’ s r o y a l t y  had  b een  p a id  a c c o r d in g  
to  th e  c o n c e s s io n s  i n  f o r c e  i n  V e n e z u e la ,  th e  payment f o r  1947 
w ould  have  been  £2 2 ,0 0 0 ,0 0 0  i n s t e a d  o f  £ 7 ,0 0 0 ,0 0 0 ,  t h a t  i s ,
more th a n  t h r e e  t im es  as much. The I r a q  P e t ro le u m  Company
can  pay  s i x  s h i l l i n g s  g o ld  as r o y a l t y ,  and  t a k i n g  i n t o  a c co u n t  
th e  f r e e  p r i c e  o f  g o ld  t h i s  i s  more th a n  t h r e e  t im es  th e
r o y a l t y  so f a r  p a id  to  P e r s i a .  I n  th e  new Kuwait c o n c e s s io n ,
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t o o ,  t h e  r o y a l t y  i s  t h r e e  t im es  t h a t  o f  P e r s i a .  Wherever 
one exam ines t h e  a c c o u n ts  one f i n d s  t h a t  th e  c u r r e n t  b a s i s  
f o r  r o y a l t i e s  th ro u g h o u t  th e  w o r ld  i s  ab.out £1 p e r  to n  
e x t r a c t e d .
From th e  above f i g u r e s ,  and w i th  s p e c i a l  a t t e n t i o n  o f  
P a ra g ra p h  17 o f  t h i s  memorandum, i t  w i l l  be  q u i t e  c l e a r  
t h a t  th e  r o y a l t y  b a s i s  i n  P e r s i a  i s  i n  now way f a i r  o r  
e q u i t a b l e ,  A p r o p o r t i o n  o f  th e  t o t a l  r o y a l t y  p a id  i n  
V e n e z u e la ,  Kuwait and I r a q  can be ta k e n  i n  th e  form  o f  
c ru d e  o i l .
17. EXEMPTIONS: Tax and customs exem ptions  must be  c a r e f u l l y
reck o n ed  and a s s e s s e d .  The t a x  on th e  com pany 's  income in  
a c c o rd a n c e  w i th  th e  P e r s i a n  in c o m e - ta x  law 'w o u ld  have 
amounted to  £ 1 2 ,0 0 0 ,0 0 0  i n  1947. At th e  same tim e unde r  
s t a t e  r e g u l a t i o n s  customs d u t i e s  on goods and o t h e r  a r t i c l e s  
im p o r te d  i n t o  o r  e x p o r te d  from  P e r s i a  by th e  company would 
have  amounted i n  b o th  1325 (1946/47) and 1326 (1947/8)  to  
some £ 1 7 ,0 0 0 ,0 0 0 .
By way o f  f u r t h e r  e x p la n a t i o n  i t  i s  p o i n t e d  o u t  t h a t  i n  1933 
th e  company p a id  to  the- P e r s i a n  governm ent i n  l i e u  o f  income 
t a x  th e  sum o f  £ 274 ,412 , and to  th e  B r i t i s h  governm ent 
£30 5 ,4 1 8 , w hereas  i n  1947 th e  P e r s i a n  g o v e rn m e n t 's  t a x e s  
came to  £ 765 ,405 , and th e  B r i t i s h  g o v e rn m e n t 's  to  
£ 1 5 ,2 6 6 ,6 6 5 .
18: COMPANY'S SHARES: C onvers ion  o f  P e r s i a ' s  p o r t i o n  o f  th e
com pany 's  r e s e r v e s  i n t o  s h a r e s ,  as  was done to  th e  s to c k ­
h o l d e r s .
19. FOREIGN EXCHANGE: A s h a re  o f  th e  f o r e i g n  exchange-
a r i s i n g  from  th e  s a l e  o f  o i l  p r o d u c t s  th ro u g h o u t  th e  
w o r ld .
20. SALE OF OIL FOR EXPORT: A rrangem ents  f o r  th e  su p p ly  o f
o i l  p r o d u c t s  by th e  company to  th e  P e r s i a n  governm ent o r  
P e r s i a n  n a t i o n a l s  f o r  th e  p u rp o se  o f  e x p o r t .
21. NAFT-I-SHAH: P r a c t i c a l  m easures  to  be t a k e n  to  s e c u re
P e r s i a ' s  i n t e r e s t s  and r i g h t s  i n  N a f t - i - S h a h ,  i n  v iew  o f  
i t s  p r o x im i ty  to  Naf tlchana ( i n  I r a q )  .
22. ASSOCIATED COMPANIES: R e g u la t io n s  to  be  drawn up to  co v e r
a s s o c i a t e d  com panies .
23. CHANGE IN STATUTES: The P e r s i a n  governm ent must a g re e  to
any changes made o r  to  be made i n  t h e  company’ s 1933 
s t a t u t e s ,
24. COMPANY'S RESERVES: C l a r i f i c a t i o n  o f  th e  p o s i t i o n  o f  th e
r e s e r v e s  and t h e i r  c a l c u l a t i o n ,  and an e x a c t  d e f i n i t i o n  
o f  th e  g o v e rn m e n t 's  r i g h t s  i n  them,
25. AIR, TELEGRAPH, TELEPHONE AND OTHER COMMUNICATIONS: The
m eth o d s ,  l i m i t a t i o n s  and c o n d i t io n s  o f  u t i l i s i n g  a i r ,  
t e l e p h o n ic  and t e l e g r a p h i c  com m unica tions , c o n s t r u c t i n g  
p o r t s ,  and so on , m ust be  th e  s u b j e c t  o f  ag re e m e n t .
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YEAR BRITISH TAXATION PERSIAN TAXAI
£ £
1933 305,418 274,412
1934 511 ,733 301,135
1935 408,635 291,169
1936 910,559 328,524
1937 1 ,651 ,588 362,734
1938 1 ,157 ,029 378,494
1939 1 ,955 ,606 466,204
1940 2 ,9 7 5 ,1 5 6 460,118
1941 2 ,9 2 0 ,6 8 2 568 ,667
1942 4 ,9 1 7 ,8 4 6 454 ,168
1943 7 ,6 6 2 ,7 6 4 606 ,948
1944 1 9 ,636 ,457 514 ,725
1945 10 ,381 ,364 646 ,644
1946 10 ,279 , 241 768,599
1947 15 ,266 ,665 865,405
1948 2 8 ,3 1 0 ,3 5 3 1 ,3 6 9 ,3 2 8
N.B. T h is  t a b l e  c o n s t i t u t e s  p a r t  o f  th e  f o r e g o in g  Memorandum.
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The n e g o t i a t i o n s  l a s t e d  f o r  two weeks w i th  no a g re e m e n t ,  
and e v e n t u a l l y  th e  AIOC d e l e g a t e  a g re e d  to  ta k e  t h e  memorandum 
back  to  London f o r  f u r t h e r  s tu d y .  The d i s c u s s i o n  on a new ag reem en t 
was th e n  s t a r t e d  be tw een  th e  r e p r e s e n t a t i v e s  o f  AIOC and th e  
I r a n i a n  governm ent. These d i s c u s s io n s ,  l a s t e d  f o r  s i x  months i n  
1949, and ended w i th  th e  s ig n i n g  o f  an ag reem en t  known as th e  
’ s u p p le m e n ta l  a g re e m e n t ’ .* In  t h i s  ag reem en t  p r o v i s i o n  f o r  a 
number o f  changes w ere  made w hich would have i n c r e a s e d  th e  I r a n i a n  
Government r e v e n u e s .  However, w i th  r e g a r d  to  o t h e r  demands o f  th e  
I r a n i a n  Government ( l i s t e d  i n  th e  tw e n ty - f iv e  p o i n t  memorandum), 
n o th in g  was done. The p o i n t s  which w ere  d e a l t  w i th  were
B r i t i s h  Income Tax, d iv id e n d  l i m i t a t i o n ,  d o m es t ic  o i l  p r i c e s  and 
th e  s h a r e  o f  th e  g e n e r a l  r e s e r v e .  The r e s t  o f  th e  p o i n t s  i n  t h e  
memorandum were n o t  m e n t io n e d .
The s u p p le m e n ta l  ag reem en t was l a i d  b e f o r e  th e  l e g i s l a t i v e  
body i n  J u l y  1949, w hich  had  t e n  days l e f t  i n  o f f i c e  b e f o r e  th e  
e l e c t i o n  of  th e  new p a r l i a m e n t .  As th e  d i s c u s s i o n  o f  th e  o i l  b i l l  
was n o t  com ple ted  by th e  end o f  t h e  t e n  d a y s ,  i t  was l e f t  o v e r  to  
be  l a i d  b e f o r e  th e  n e x t  p a r l i a m e n t .  The new M a jle s  was opened 
in  F e b ru a ry  1950, and i n  March S a ’e d ’ s governm en t, u n a b le  to  s e c u r e  
a v o te  o f  c o n f id e n c e ,  r e s i g n e d  and was su c ce e d e d  by A l i  M ansour.
The new M ajles  c o n t in u e d  th e  d e b a te  on th e  s u p p le m e n ta l  a g re e m e n t ,  
and i n  June  a p p o in te d  a s p e c i a l  com m ittee  (o f  e i g h t e e n  d e p u t i e s )  
to  s tu d y  th e  agreem en t and p r e p a r e  a f u l l  r e p o r t  f o r  th e  h o u s e .
The ag reem en t  was p r e p a r e d  as a supp lem en t  to  th e  1933 
ag reem en t  be tw een  th e  A n g lo - I r a n ia n  O i l  Company' and th e  
I r a n i a n  Government.
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I n  J u l y  Mansour was d i s m is s e d  and th e  Shah a p p o in te d  G ene ra l  
Razmara as th e  Prim e M i n i s t e r .  By t h i s  t im e  n e a r l y  one y e a r  
had p a s s e d  s in c e  th e  su p p le m e n ta l  ag reem en t was s ig n e d  by S a ’ e d ' s  
governm ent, and th e  o p p o s t io n  u sed  i t  to  a t t a c k  s u c c e s s iv e  
governm en ts .  There  were s ig n s  o f  d isa g re e m e n ts  even  among th e  
members o f  th e  Razmara c a b i n e t .
The 'Supp le m e n ta l  Agreement and P a r l i a m e n ta r y  D ebate
The S u p p lem en ta l  Agreement x^as r e j e c t e d  by th e  M ajles  
s p e c i a l  com m ittee .  On 2 5 th  November 1950 (4 th  A zar  2509) th e  
com m ittee  r e a d  i t s  r e p o r t  to  th e  o f f i c i a l  s e s s i o n  o f  th e  M a jle s .
I t  c o n c lu d e s ,  " t h e  S aTed-G ass  su p p le m e n ta l  ag reem en t  i s  n o t
a d e q u a te  to  s e c u r e  th e  r i g h t s  o f  P e r s i a  and i t  ( th e  Commission)
• •  ■ •  i i  4t h e r e f o r e  e x p re s s e s  r t s  o p p o s i t i o n  to  i t .
Four days l a t e r ,  Dr. Mossadegh and th e  N a t io n a l  F ro n t  
p ro p o se d  to  th e  Commission th e  o u t r i g h t  n a t i o n a l i z a t i o n  of  th e  
I r a n i a n  o i l  i n d u s t r y .  The c o n s i d e r a t i o n  o f  t h i s  p r o p o s a l  was 
p o s tp o n e d  u n t i l  t h e  d i s c u s s i o n  on th e  s u p p le m e n ta l  ag reem en t  x?as 
c o m p le te d .  The r e s o l u t i o n  r a n  as fo llox^s:
" I n  th e  name o f  th e  p r o s p e r i t y  o f  th e  P e r s i a n  n a t i o n  
and xtfith th e  v iew  to  h e lp in g  s e c u re  w o r ld  p e a c e ,  we 
th e  u n d e rs ig n e d  (H a e r iz a d e h ,  S a le h ,  Dr. M ossadegh,
Muki and Dr, Shaygen) p ro p o se  t h a t  t h e  o i l  i n d u s t r y  
o f  P e r s i a  be d e c l a r e d  as  n a t i o n a l i z e d  th ro u g h o u t  
a l l  r e g io n s  o f  th e  c o u n try  w i th o u t  e x c e p t io n ,  t h a t  
i s  to  s a y ,  a l l  o p e r a t i o n s  f o r  e x p l o r a t i o n ,  e x t r a c t i o n  
and e x p l o i t a t i o n  s h a l l  be i n  th e  hands o f  th e  
G overnm ent" .5
F i f t y  days l a t e r ,  oh 11th  Jan u a ry  1951 ( 2 1 s t  Dey 1329), th e  
M ajles  p a s s e d  a r e s o l u t i o n  a u t h o r i z i n g  th e  o i l  com m ittee  to  p r e p a r e
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p r o p o s a l s  f o r  f u t u r e  governm ent p o l i c y  v i s - a - v i s  th e  o i l  
i n d u s t r y  i n  I r a n .
"The N a t io n a l  C o n s u l t a t i v e  Assembly, i n  c o n f i rm in g  
and a p p ro v in g  th e  r e p o r t  o f  th e  com m ittee  t h a t  th e  
S a fed-G ass  d r a f t  i s  n o t  a d e q u a te  to  s e c u r e  th e  r i g h t s  
o f  P e r s i a ,  w i th  a v iew  to  c a r r y in g  o u t  th e  law o f  
22nd O c tobe r  1947, i n s t r u c t s  th e  com m ittee  to  t a k e  
i n t o  c o n s i d e r a t i o n  p r o p o s a l s  p u t  fo rw ard  by th e  
d e p u t i e s ,  and w i t h i n  two months to  p r e p a r e  a r e p o r t  
s e t t i n g  o u t  a  l i n e  o f  p o l i c y  f o r  th e  governm ent, 
and to  l a y  i t  b e f o r e  th e  M a j le s .  The d e p u t i e s  may 
su b m it  to  th e  com m ittee  any p r o p o s a l s  th e y  may have 
w i t h i n  two w e e k s . ’’6
On 8 th  March 1951 (1 7 th  E sfan d  2509) ,  th e  o i l  com m ittee  
unan im ously  d e c id e d  t h a t  n a t i o n a l i z a t i o n  X\ras t h e  o n ly  c o u rs e  
o f  a c t i o n  w hich  th e  com m ittee  c o u ld  s u g g e s t  to  th e  M a jle s ,
" I n  v iew  o f  th e  f a c t  t h a t ,  among th e  p r o p o s a l s  
r e c e iv e d  by th e  o i l  com m ission, th e  p r o p o s a l  to  
n a t i o n a l i z e  th e  o i l  i n d u s t r y  th ro u g h o u t  th e  
c o u n t r y  has  been  c o n s id e r e d  and a c c e p te d  by th e  
com m ission , and s in c e  th e  tim e  l e f t  f o r  s tu d y in g  
th e  e x e c u t io n  o f  t h i s  p r o p o s a l  i s  n o t  enough, th e  
s p e c i a l  o i l  comm ission (o f  th e  N a t io n a l  C o n s u l t a t i v e  
Assembly) r e q u e s t s  th e  M ajles  to  g r a n t  an  e x t e n s i o n  
o f  two months f o r  t h i s  p u r p o s e . "7
Seven days l a t e r ,  on 15th March, th e  M a jle s  unan im ously  
p a s s e d  th e  r e s o l u t i o n  a p p ro v in g  th e  e x t e n t i o n  r e q u e s t e d  by th e  
o i l  com m ittee .
"The M ajle s  ( N a t io n a l  C o n s u l t a t i v e  Assembly) co n f irm s  
th e  S p e c ia l  O i l  Commission’ s d e c i s i o n  o f  8 th  March 
1951, and approves  th e  e x t e n t i o n  o f  t h e  Commission’ s 
te rm  o f  o f f i c e  f o r  two m o n th s .8
N ote 1: The O i l  Commission i s  p e r m i t t e d  to  send  f o r
and make u se  o f  l o c a l  and f o r e i g n  e x p e r t s  as- may be 
n e c e s s a r y .
N ote  2: D e p u t ie s  s h a l l  have th e  r i g h t  to  a t t e n d  up
to  f i f t e e n  days a f t e r  th e  r e o p e n in g  o f  t h e  Committee 
i n  o r d e r  to  fo rw ard  t h e i r  view s and d i s c u s s  them i n  
th e  O i l  C om m ittee ."9
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The above r e s o l u t i o n  was approved by th e  S e n a te  on. .
2 0 th  March 1951, and hence  th e  p r i n c i p l e  o f  n a t i o n a l i z a t i o n  
was a c c e p te d  by b o th  h o u s e s .  The M ajles  m ere ly  approved  th e  
p r i n c i p l e  o f  n a t i o n a l i z a t i o n ,  and even th e n  i t  was n o t  d e f in e d  
i n  th e  law . M eanw hile , th e  O i l  Commission was busy  s tu d y in g  
th e  ways i n  w hich n a t i o n a l i z a t i o n  co u ld  be im plem ented .
On 26 th  A p r i l ,  th e  O il  Commission approved  a d r a f t  o f  a 
n i n e - p o i n t  law to  im plem ent th e  n a t i o n a l i z a t i o n  b i l l .  The day 
a f t e r ,  t h e  Prim e M i n i s t e r ,  H o sse in  A la ,  s u b m i t te d  h i s  r e s i g n a t i o n .  
The M a j le s ,  how ever, went on to  approve  th e  d r a f t  law unan im ous ly ,  
and recommended to  th e  Shah th e  ap p o in tm en t  o f  Dr. Mossadegh to  
r e p l a c e  th e  o u tg o in g  Mr. A la .  The d r a f t  law was approved  by th e  
S en a te  on 3 0 th  A p r i l  1951 (9 th  O rd ib e h e s h t  2 5 1 0 ) ,  and was s ig n e d  
by th e  Shah two days l a t e r .
The n i n e - p o i n t  law w hich  l e g a l l y  b ro u g h t  th e  N a t io n a l  I r a n i n a  
O i l  Company i n t o  e x i s t e n c e ,  was as f o l lo w s :
O i l  Nat i o n a l i z a t i o n  Law o f  1 s t  May 1951^^
A r t i c l e  1 W ith a v iew  to  a r r a n g in g  th e  im p le m e n ta t io n  o f  th e  law
o f  March 15 and 20, 1951, c o n c e rn in g  th e  n a t i o n a l i z a t i o n  
o f  th e  o i l  i n d u s t r y  th ro u g h o u t  P e r s i a ,  a j o i n t  com m ittee  
composed o f  f i v e  S e n a to r s  and f i v e  D e p u t ie s  e l e c t e d  by 
each  o f  th e  two Houses and o f  th e  M i n i s t e r  o f  F in a n ce  
o r  h i s  d ep u ty  s h a l l  be  form ed.
A r t i c l e  2 : The governm ent i s  r e q u i r e d  to  d i s p o s s e s s  a t  one th e
fo rm er  A n g lo - I r a n ia n  O il  Company unde r  th e  S u p e r v is io n  
o f  th e  j o i n t  com m ittee .  I f  th e  company r e f u s e s  to  hand 
o v e r  a t  once on th e  grounds o f  e x i s t i n g  c la im s  on th e  
governm ent, th e  governm ent may, by m u tua l  ag re e m e n t ,
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A r t i c l e  3
A r t i c l e  4
A r t i c l e  5
d e p o s i t  i n  th e  N a t io n a l  Bank o f  I r a n  o r  i n  any 
o t h e r  bank  up to  25 p e r  c e n t  o f  c u r r e n t  rev e n u e  
from  th e  o i l  a f t e r  d e d u c t io n  o f  e x p l o i t a t i o n  
expenses  i n  o r d e r  to  m eet th e  p r o b a b le  c la im s  o f  
t h e  company,
; The governm ent i s  r e q u i r e d  to  examine th e  r i g h t f u l  
c la im s  o f  th e  governm ent as  w e l l  as th e  r i g h t f u l  
c la im s  o f  th e  company under  th e  s u p e r v i s i o n  o f  th e  
j o i n t  com m ittee  and to  subm it i t s  p r o p o s a l s  t o  th e  
two Houses o f  P a r l i a m e n t  i n  o r d e r  t h a t  th e y  may be 
im plem ented  a f t e r  a p p ro v a l  by th e  two h o u s e s .
: Inasmuch as  From March 20, 1951, when th e  S e n a te  a l s o  
app roved  th e  n a t i o n a l i z a t i o n  o f  t h e  o i l  i n d u s t r y ,  a l l  
re v e n u e s  from  o i l  and o i l  p r o d u c t s  a r e  th e  u n q u e s t io n e d  
r i g h t  o f  t h e  P e r s i a n  n a t i o n ,  th e  governm ent i s  r e q u i r e d  
to  a u d i t  th e  company’ s a c c o u n ts  u n d e r  th e  s u p e r v i s i o n  
o f  t h e  j o i n t  com m ittee .  The j o i n t  com m ittee  must a l s o  
s u p e r v i s e  c l o s e l y  m a t t e r s  r e l a t i n g  to  e x p l o i t a t i o n  as 
from  th e  d a te  o f  t h e  im p le m e n ta t io n  o f  t h i s  law u n t i l  
t h e  a p p o in tm e n t  o f  a b o a rd  o f  management.
: The j o i n t  com m ittee  m ust draw up as  soon as  p o s s i b l e
and subm it  t o  th e  two Houses f o r  t h e i r  a p p ro v a l  t h e  
s t a t u t e s  o f  th e  N a t io n a l  O i l  Company, i n  w hich p r o v i s i o n  
i s  t o  be  made f o r  a b o a rd  o f  management and a b o a rd  o f  
s u p e r v i s i o n  composed o f  e x p e r t s .
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: For th e  g r a d u a l  re p la c e m e n t  o f  f o r e i g n  e x p e r t s  by
P e r s i a n  e x p e r t s  th e  j o i n t  com m ittee  i s  r e q u i r e d  to  
draw up r e g u l a t i o n s  f o r  th e  send ing , o f  a number o f  
s tu d e n t s  to  f o r e i g n  c o u n t r i e s  a n n u a l l y  on a 
c o m p e t i t iv e  b a s i s  to  engage i n  th e  v a r i o u s  b ra n c h e s  
o f  s tu d y  and p r a c t i c a l  e x p e r ie n c e  c o n n e c te d  w i th  th e  
o i l  i n d u s t r y ,  th e  s a i d  r e g u l a t i o n s  to  be  im plem ented  
by th e  M in i s t r y  o f  E d u c a t io n  a f t e r  a p p ro v a l  by th e  
c a b i n e t .  The expenses  co n n e c te d  w i t h  th e  s t u d i e s  o f  
t h e s e  s t u d e n t s  s h a l l  be  met o u t  o f  t h e  o i l  r e v e n u e s ,
: A l l  p u r c h a s e r s  o f  th e  p r o d u c t s  o f  t h e  o i l  d e p o s i t s
re c o v e re d  from  th e  fo rm er  A n g l o - I r a n ia n  O il  Company 
may p u rc h a s e  h e r e a f t e r  a n n u a l ly  a t  th e  c u r r e n t  i n t e r ­
n a t i o n a l  p r i c e  th e  same q u a n t i t y t  o f  o i l  t h a t  th e y  
p u rc h a s e d  a n n u a l  from  th e  b e g in n in g  o f  1948 up to  
March 20, 1951. F o r  any s u r p lu s  q u a n t i t y  th e y  s h a l l  
have  p r i o r i t y  i n  th e  e v e n t  o f  e q u a l  term s o f  p u rc h a s e  
b e in g  o f f e r e d .
A l l  p r o p o s a l s  fo rm u la te d  by th e  j o i n t  o i l  com m ittee  and 
s u b m i t te d  to  th e  M a jle s  f o r  i t s  a p p ro v a l  must be  r e f e r r e d  
to  t h e  s p e c i a l  o i l  c o m m it tee .
The j o i n t  com m ittee  m ust com ple te  i t s  work w i t h in  t h r e e  
months from  th e  d a te  o f  th e  r a t i f i c a t i o n  o f  t h i s  law , 
and m ust subm it  a  r e p o r t  cm i t s  a c t i v i t i e s  to  th e  M a jle s  
i n  a c c o rd a n c e  w i th  A r t i c l e  8. Should  an e x t e n s i o n  of 
th e  p e r i o d  b e  r e q u i r e d ,  i t  must subm it  an a p p l i c a t i o n  
f o r  e x t e n s i o n ,  g iv in g  v a l i d  r e a s o n s .  U n t i l  t h e  e x te n s i o n
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o f  t im e  i s  f o r  any r e a s o n  d i s a p p ro v e d  by th e  two 
Houses j t h e  j o i n t  com m ittee  may c o n t in u e  i t s  
a c t i v i t i e s .
D is c u s s io n  o f  the. Memorandum
The t w e n ty - f iv e  p o i n t  memorandum g iv e s  a good i n d i c a t i o n  of  
what th e  I r a n i a n  a u t h o r i t i e s  th o u g h t  was wrong w i t h  th e  c o u n t r y ’ s o i l
i n d u s t r y ,  and n e a r l y  h a l f  o f  t h e s e  tw e n ty - f iv e  p o i n t s  were ab o u t  
th e  f i n a n c i a l  o b l i g a t i o n s  o f  AIOC unde r  th e  1933 a g re e m e n t .  I t
was a l s o  c la im e d  t h a t  th e  company had n o t  s e rv e d  th e  ’b e s t"
i n t e r e s t ’ o f  I r a n  i n  some o f  i t s  t r a d i n g . , The f i n a n c i a l  a d v a n ta g e s  
o f  t h e  A n g l o - I r a n ia n  o i l  c o n c e s s io n  to  I r a n  i n  g e n e r a l  d id  n o t  come 
up to  what I r a n i a n s  c o n s id e r e d  to  be t h e i r  ’ f a i r '  s h a r e .  I t  was 
argued  t h a t  th e  B r i t i s h  G overnm ent 's  rev e n u e s  ( t a x e s ,  d iv id e n d s ,  
e t c . )  o u t  o f  th e  im p le m e n ta t io n  o f  th e  c o n c e s s io n  e xceeded  I r a n ’ s 
p r o f i t s .  The f a c t  t h a t  th e  company d id  n o t  a l lo w  I r a n i a n s  to  
i n s p e c t  a c c o u n ts  and t e c h n i c a l  in f o r m a t io n  ( c o n t r a r y  to  th e  1933 
ag reem en t)  made th e  governm ent even more s u s p i c i o u s  o f  th e  o p e ra ­
t i o n s  o f  AIOC b o th  i n  th e  c o u n try  and o u t s i d e .  I te m  16 o f  th e  ./.t r.
Memorandum s u g g e s t s  t h a t  c o n s id e r a b l e  a t t e n t i o n  be g iv e n  to  th e  
o i l  c o n c e s s io n s  i n  o t h e r  o i l  p ro d u c in g  c o u n t r i e s  f o r  th e  p u rp o se
o f  com parison  o f  r o y a l t y  and t a x e s .
The Memorandum a l s o  shows th e  d i s s a t i s f a c t i o n  o f  th e  government 
w i th  r e g a r d  to  th e  employment p o l i c i e s  o f  th e  company. The company 
d i s c r i m i n a t e d  a g a i n s t  I r a n i a n  w o rk e rs  i n  th e  ty p e  o f  w ork , s a l a r y ,  
h o u s in g ,  s a n i t a t i o n  f a c i l i t i e s  and t r a i n i n g  program mes. The 
a u t h o r i t i e s  a rgued  t h a t  i f  th e  A n g lo - I r a n ia n  O il  Company, a f t e r
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f o r t y  y e a r s  o f  o p e r a t i o n s  i n  th e  c o u n tr y ,  s t i l l  employed 
f o r e i g n e r s  f o r  s k i l l e d  o r  s e m i - s k i l l e d  j o b s ,  th e n  i t  had  n o t  
a t te m p te d  to  t r a i n  the. l o c a l s  s e r i o u s l y .  A l a r g e  number o f  non­
t e c h n i c a l  p o s t s  (as  f a r  as o i l  o p e r a t io n s  were concerned )  i n  th e  
company, such  as c o n s t r u c t i o n ,  h e a l t h  s e r v i c e s ,  r a i l w a y s ,  
a d m i n i s t r a t i o n ,  e t c . , cou ld  have  been  g r a d u a l ly  handed  ove r  to  
th e  I r a n i a n s .  The h o u s in g  f a c i l i t i e s  g iv e n  to  th e  P e r s i a n  w orkers  
were, t o t a l l y  in a d e q u a te  -  n e a r l y  e ig h t y  p e r  c e n t  o f  th e  P e r s i a n  
w o rk e rs  w ere  l i v i n g  unde r  t e n t s  o r  s i m i l a r  ty p e s  o f  s h e l t e r . * *
I t  must be  n o te d  t h a t  t h e s e  p o i n t s  were c a r e f u l l y  s t u d i e d  o v e r  a 
r e l a t i v e l y  long  p e r i o d ,  and d id  n o t  su d den ly  emerge f o r  th e  sake  
o f  b a r g a i n in g  i n  th e  n e g o t i a t i o n s .
There  a r e  a l s o  some p a r t s  i n  th e  Memorandum w hich  c l e a r l y  show 
governm ent d i s s a t i s f a c t i o n  w i th  th e  way t h a t  th e  company c a r r i e d  
o u t  i t s  o p e r a t i o n s .  F o r  exam ple, I tem  12 shows th e  I r a n i a n  concern  
f o r  c o n s e r v a t i o n  and demand f o r  u t i l i z a t i o n  o f  th e  a s s o c i a t e d  gas 
w hich was b e in g  p roduced  in  th e  o i l  f i e l d s .  O th e r  i s s u e s  i n  t h i s  
c a te g o ry  were th e  demand f o r  th e  r e f i n i n g  o f  c rude  o i l  i n  I r a n ,  
and th e  i n s u r a n c e  o f  th e  company’ s i n s t a l l a t i o n s  w i t h  th e  I r a n i a n  
in s u r a n c e  com panies.
I te m  20 o f  th e  Memorandum shows th e  d e s i r e  o f  th e  governm ent 
t o  o b t a i n  o i l  p r o d u c t s  from  th e  company f o r  th e  p u rp o se  o f  e x p o r t .  
They a rg u e s  t h a t  a p r o p o r t i o n  o f  th e  t o t a l  r o y a l t y  p a id  i n  
V e n ezu e la ,  Kuwait and I r a q  co u ld  be ta k e n  i n  th e  form o f  c rude  o i l  
( I te m  16). The I r a n i a n s  demanded th e  same, b u t  i t  i s  n o t  c l e a r  
i f  th e y  knew t h a t  Kuwait and I r a q  a t  t h a t  t im e  w ere  n o t  s e l l i n g
t h e i r  r o y a l t y  a l lo w a n c e s  i n  th e  m arke t  in d e p e n d e n t ly .  P resum ably
t h e s e  c o u n t r i e s  would have  b een  engaged i n  s e l l i n g  r o y a l t y
c ru d e  i f  th e  f i n a n c i a l  rew ards  were a t  l e a s t  e q u a l  to  what, th e
companies (h o ld in g  th e  c o n c e s s io n )  were o f f e r i n g  f o r  th e  same
cru d e  (p ro v id e d  t h a t  th e y  c o u ld  f i n d  a m a r k e t ) .
The l i s t  o f  i te m s  w hich I r a n i a n s  b e l i e v e d  th e  company had
v i o l a t e d  i n  th e  c o n c e s s io n  ag reem en t was e x tr e m e ly  l a r g e ,  and
12had been  com piled  o v e r  a  long  p e r i o d .  '  T h is  l i s t  was reduced  
to  t w e n ty - f iv e  p o i n t s  by a team  o f  I r a n i a n  and f o r e i g n  e x p e r t s ,  
and c l e a r l y  shows t h a t  th e  a u t h o r i t i e s  i n  I r a n  were w e l l  aware o f  
th e  AIOC’s o p e r a t i o n s  i n  th e  c o u n t r y .  However, th e  same aw areness  
w i th  r e g a r d  to  th e  n a t u r e  o f  th e  w o r ld  p e t ro le u m  m ark e t  was n o t  
c l e a r l y  m a n i f e s t e d .
The P o l i t i c a l  S i t u a t i o n  i n  I r a n ,  and i t s  Im pact oh th e  
N a t i o n a l i z a t i o n  B i l l
The n a t i o n a l  I r a n i a n  O i l  Company came i n t o  e x i s t e n c e  i n  1951
by an Act o f  P a r l i a m e n t ,  as  m en tioned  i n  p r e v io u s  s e c t i o n s .  The
s tu d y  o f  th e  f o rm a t io n  o f  th e  Company and i t s  e a r l y  developm ent
would b e  in c o m p le te  w i th o u t  c o n s id e r in g  th e  p o l i t i c a l  s i t u a t i o n  i n
I r a n  d u r in g  th e  p e r i o d  u n d e r  d i s c u s s i o n ,  i . e . ,  b e tw een  O c tober
1947 and August 1953. D uring  t h i s  p e r i o d  t e n  d i f f e r e n t  c a b in e t s
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w ere  formed i n  th e  c o u n t r y .*  Three  Prime M in i s t e r s  r e s i g n e d .
Two were g iv e n  a v o t e  o f  no c o n f id e n c e  by th e  P a r l i a m e n t * two 
w ere  f o r c e d  o u t  o f  o f f i c e  and one was a s s a s s i n a t e d ,  a. c l e a r  
i n d i c a t i o n  o f  th e  p o l i t i c a l  i n s t a b i l i t y  i n  I r a n  a t  t h i s  t im e .  I t  i s  
i n t e r e s t i n g  to  n o te  t h a t  most o f  th e s e  changes were due to  th e  
f a i l u r e  of  s u c c e s s iv e  governm ents to  f i n d  a s o l u t i o n  to  th e  d i s p u t e  
w i th  th e  A n g lo - I r a n ia n  O i l  Company and fo rm u la  to  s e c u r e  I r a n ' s  
i n t e r e s t s  (m en tioned  i n  th e  Memorandum) a c c e p t a b l e  t o  a l l  p a r t i e s  
b o th  i n s i d e  and o u t s i d e  I r a n .
T h is  p e r i o d  may be d iv id e d  i n t o  two p a r t s , namely p r e ­
n a t i o n a l i z a t i o n  and p o s t - n a t i o n a l i z a t i o n .  The p r e - n a t i o n a l i z a t i o n  
p e r i o d  i s  c o n s id e r e d  to  be be tw een  O c tober  1947, when P a r l i a m e n t  
p a s s e d  a B i l l  i n  w hich  th e  Government was i n s t r u c t e d  to  e n t e r  i n t o  
n e g o t i a t i o n s  w i th  th e  AIOC, and March 1951, when th e  o i l  i n d u s t r y  
was n a t i o n a l i z e d .  The n o t a b l e  c h a r a c t e r i s t i c  o f  t h i s  p e r i o d  was 
th e  g r a d u a l  b u i ld - u p  o f  n a t i o n a l i s t i c  f e e l i n g s  b o th  among th e  
i n t e l l e c t u a l s  and th e  p u b l i c  a t  l a r g e .  Added to  t h i s  was th e  
f e e l i n g  o f  m i s t r u s t  o f  t h e  s u c c e s s iv e  governm ents  w hich  t a l k e d  o f  
r e f o r m s , b u t  f a i l e d  to  c a r r y  o u t  many o f  t h e i r  p r o m i s e s . In  t h i s
G havam -Saltaneh  (1946-De cemb e r  1947).
Ahmad Halcimi (December 1947~June 1948).
A b d o l-H o sse in  H a z h ir  (June  1948-November 1948). He was 
a s s a s s i n a t e d  l e s s  th a n  a y e a r  a f t e r  h i s  te rm  o f  o f f i c e  
as  Prim e M i n i s t e r  ended .
Mohammad (November 1948-March 1949). R ece iv ed  v o t e  o f  no
c o n f id e n c e  from th e  P a r l i a m e n t .
A l i  Mansour (March 1949-June 1949). Was d i s m is s e d  by th e  Shah.
G e n e ra l  A l i  Razmara (June  1949-March 1950). He was 
a s s a s s i n a t e d  on 7 th  March 1950,
H o sse in  A la (March 1950 -A pr il  1950). He r e s i g n e d .
Dr.Mohammad Mossadegh (May 19 5 0 -Ju ly  1952). He r e s i g n e d .
Ghavam -Salt  aneh (1 7 th  J u l y  1952~21st J u ly  1952). He was 
f o r c e d  to  r e g i s n  a f t e r  fo u r  days o f  r i o t i n g  i n  Tehran  by 
s u p p o r t e r s  o f  M ossadegh.
Dr.Mohammad Mossadegh ( J u ly  1952-August 1953). He was f o rc e d  
o u t  o f  o f f i c e  by a m i l i t a r y  coup d ' e t a t .
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p e r i o d  th e  d i s p u t e  w i th  AXOC and th e  f u t u r e  o f  t h e  I r a n i a n  o i l  
i n d u s t r y  were u sed  by d i f f e r e n t  groups o p p o s in g  th e  governm ent 
to  win p u b l i c  s u p p o r t .  The o i l  i s s u e  became a p l a t f o r m  f o r  
th e  d i f f e r e n t  p o l i t i c a l  f a c t i o n s ,  and th e  s i g n i f i c a n t  q u e s t i o n  o f  
which was th e  b e s t  a l t e r n a t i v e  f o r  th e  o i l  i n d u s t r y  a t  t h a t . t i m e  
became th e  c e n t r e  o f  p o l i t i c a l  d i s c u s s i o n s .
The main f o r c e s  in v o lv e d  i n  th e  I r a n i a n  p o l i t i c a l  scene  were 
(1) th e  Shah as th e  c o n s t i t u t i o n a l  Head o f  S t a t e  and the  Commander- 
in - C h ie f  o f  th e  armed f o r c e s ;  (2) th e  Prim e M i n i s t e r  and h i s  
C a b in e t ;  (3) th e  P a r l i a m e n t ,  and (4) r e l i g i o u s  l e a d e r s  who were 
in v o lv e d  i n  p o l i t i c s  and had c o n s id e r a b l e  numbers o f  s u p p o r t e r s .  
There  were a l s o  a number o f  e x t r e m i s t s  g roups such  as t h e  Tudeh 
P a r t y  ( I r a n i a n  Communist P a r ty )  who were cam paign ing  a g a i n s t  th e  
m onarchy, and were a l l e g e d  to  be r e s p o n s i b l e  f o r  an a t te m p te d  
a s s a s s i n a t i o n  o f  th e  Shah, A no ther  group were th e  'F edayan  Islam* 
(d e v o te e s  o f  I s la m )  who w ere  s t r u g g l i n g  a g a i n s t  B r i t i s h  i n f l u e n c e  i n  
I r a n .  T h is  group were a l l e g e d  to  be r e p o n s i b l e  f o r  a number o f  
p o l i t i c a l  a s s a s s i n a t i o n s ,  i n c l u d in g  t h a t  o f  t h e  Prim e M in i s t e r  
Razmara; H a z h i r ,  M i n i s t e r  o f  th e  C o u r t ,  and Dr. Zangeneh, M i n i s t e r  
o f  E d u c a t io n .
The r e p r e s e n t a t i v e s  o f  AIOC were q u i t e  aware o f  th e  e x t e n t  
o f  t h e s e  p o l i t i c a l  r i v a l r i e s  among d i f f e r e n t  f a c t i o n s  i n  th e  
p a r l i a m e n t ,  and r e g u l a r l y  in fo rm ed  t h e i r  h e a d q u a r t e r s  i n  London.
I n  March 1951 th e  c h i e f  r e p r e s e n t a t i v e  o f  AIOC i n  I r a n ,  Mr. E.G.D. 
N o r t h c r o f t ,  and th e  B r i t i s h  Am bassador, S i r  F r a n c i s  S heppard ,  met 
w i th  Prim e M i n i s t e r  Razmara t o  d i s c u s s  th e  o i l  i n d u s t r y  i n  I r a n ,
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A f t e r  t h i s  m ee tings  Mr. N o r t h c r o f t  s e n t  a r e p o r t  to  London in  
which he m en t io n ed  th e  Prim e M i n i s t e r ’ s a t t i t u d e  as  w e l l  as  h i s  
own judgm ent o f  th e  p o i n t s  d i s c u s s e d .  Some, p a r t s  o f  t h i s  r e p o r t  
were ' t i r a n s l a t e d  by Mr. Rouhani i n  h i s  book The H i s to r y  o f  
N a t i o n a l i z a t i o n  o f  I r a n i a n  O il  I n d u s t r y  ( se e  Note 1 ) ,  and i s  used  
h e r e  o n ly  to  show th e  c i r c u m s ta n c e s  u n d e r  which th e  o i l  d e b a te  was 
c a r r i e d  o u t .
Mr. N o r t h c r o f t  i n  h i s  r e p o r t  m en tioned  t h a t  Prim e M in i s t e r  
Razmara had  t o l d  him t h a t  i f  h i s  governm ent s u g g e s t  any o u t l i n e  
f o r  th e  n e g o t i a t i o n s ,  h i s  opponen ts  i n  th e  p a r l i a m e n t  would 
d i s c r e d i t  h i s  s u g g e s t i o n s ,  and p ro p o se  t h e i r  own. The AIOC 
r e p r e s e n t a t i v e  i n  th e  same r e p o r t  s u p p o r te d  th e  Prim e M i n i s t e r ' s  
view  i n  t h i s  r e s p e c t ,  and added t h a t  Razm ara’ s o p p o n en ts  i n  th e  
p a r l i a m e n t  were many, and would do a n y th in g  to  d i s c r e d i t  him. So 
th e  o u t l i n e  o f  any a r ra n g e m e n t  p r i o r  to  n e g o t i a t i o n s  by h i s  
governm ent and th e  company w ould be used  by some d e p u t i e s  to  a t t a c k  
G e n e ra l  Razmara. But th e  Prim e M i n i s t e r  a g re e d  r e l u c t a n t l y  to  
p e r s u a d e  th e  O i l  Commission to  a u t h o r i z e  h i s  governm ent to  
r e n e g o t i a t e  w i th  th e  Company w i th o u t  g iv in g  any s p e c i f i c  s u g g e s t io n s  
f o r  a l i k e l y  s o l u t i o n .
F u r t h e r  e v id e n c e  o f  th e  n a t u r e  o f  d e b a te  c o n c e rn in g  th e  f u t u r e  
o f  th e  o i l  i n d u s t r y  i n  I r a n ,  came when Prim e M i n i s t e r  Razmara warned 
th e  O il  Commission t h a t  m ajo r  prob lem s co u ld  a r i s e  i n  m a rk e t in g  
I r a n i a n  o i l  w i th o u t  th e  p r i o r  e s t a b l i s h m e n t  o f  s u b s i d i a r y  companies 
i n  o t h e r  c o u n t r i e s ,  and p r e p a r a t i o n  o f  a t r a n s p o r t a t i o n  ne tw o rk .
In  r e p l y ,  Dr. Mossadegh a rg u e d  t h a t  th e  I r a n i a n  p e o p le  were 
c o n v in ced  t h a t  th e y  c o u ld  s e l l  even more o i l  th a n  b e f o r e  \
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n a t i o n a l i z a t i o n ,  due to  th e  n a tu r e  o f  w orld  demand. Two days 
l a t e r  Mr. M aki, a n o th e r  member o f  th e  N a t io n a l  F r o n t  i n  th e  O il  
Commission, a rgued  t h a t  th e  s a l e  o f  30 m i l l i o n  to n s  o f  o i l  p e r  
y e a r  ( a p p ro x im a te ly  I r a n ' s  p r o d u c t io n  a t  th e  t im e)  would n o t  be 
d i f f i c u l t .  He added t h a t  many c o u n t r i e s  r e q u i r e d  I r a n i a n  o i l  and
th ey  would even send  o i l  e x p e r t s  to  I r a n  f r e e  o f  c h a rg e  to  h e lp
• • < 13 m  t h i s  r e s p e c t .
P u b l i s h e d  m a t e r i a l  c o n c e rn in g  th e s e  d e b a te s  shows t h a t  l i t t l e  
a t t e m p t  was made to  s tu d y  th e  n a t u r e  o f  th e  w o r ld  p e t r o le u m  m a rk e t ,  
o r  to  o b t a i n  e x p e r t  o p in io n  on th e  demand f o r  I r a n i a n  o i l  a f t e r  
n a t i o n a l i z a t i o n .  The p e r i o d  was marked by i n t e n s e  n a t i o n a l i s t i c  
f e e l i n g s ,  w i th  th e  demand f o r  n a t i o n a l i z a t i o n  o f  t h e  o i l  i n d u s t r y  
as  a p a r t i c u l a r  o f f s h o o t .
A f t e r  t h e  n a t i o n a l i z a t i o n  o f  th e  A n g l o - I r a n ia n  O il  Company, 
t h e  p o l i t i c a l  a tm osphere  began  to  change i n  I r a n ,  and f o r  some 
months a t t e n t i o n  was fo c u se d  on th e  r e s u l t s  o f  n e g o t i a t i o n s  o f  
t h e  Mossadegh governm ent w i th  th e  fo rm er  AIOC and th e  B r i t i s h  
Government. The B r i t i s h  Government’ s d e c i s i o n  to  send  t ro o p s  to  
th e  v i c i n i t y  o f  I r a n i a n  b o r d e r s  d id  much to  u n i t e  th e  o p pos ing  
g roups  b e h in d  th e  Prim e M i n i s t e r .  But Mossadegh g r a d u a l l y  l o s t -  
th is"  unanimous s u p p o r t  as  th e  n e g o t i a t i o n s  d rag g ed  on w i th  no 
r e s u l t ,  and th e  I r a n i a n  o i l  was n o t  s o l d .  M eanw hile , Mossadegh 
t r i e d  to  e x te n d  th e  d u r a t i o n  o f  th e  ' e x c e p t i o n a l  p o w e rs ’ p r e v i o u s l y  
g r a n te d  to  him  by th e  P a r l i a m e n t  to  d e a l  w i th  th e  c r i s i s .  The 
o p p o s i t i o n  (which now in c lu d e d  some o f  M ossadegh’ s f r i e n d s  who 
fo u g h t  t o g e t h e r  w i th  him on th e  o i l  i s s u e )  b e l i e v e d  t h a t  he was 
u s in g  th e  o i l  c r i s i s  as  an excuse  to  e x te n d  th e  d u r a t i o n  o f
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e x c e p t io n a l  power from t h e  l e g i s l a t i v e  body , a move w hich i n  
t h e i r  m ind, was e n d a n g e r in g  t h e  p r i n c i p l e  o f  s e p a r a t i o n  o f  powers 
i n  th e  c o u n t r y .
The f i r s t  c o n s t i t u t i o n  o f  th e  N a t io n a l  I r a n i a n  O il  Company 
was p r e p a r e d  i n  t h i s  p e r i o d .  The a d m i n i s t r a t i o n  o f  th e  newly 
• formed company was a t  th e  same tim e in v o lv e d  i n  t h e  n e g o t i a t i o n s  
w i th  th e  fo rm er  AIOC. The d i r e c t o r s  o f  NIOC were a l s o  a la rm ed  by 
th e  i n c r e a s i n g  t e n s i o n s  among th e  w orkers  i n  th e  o i l  p r o v in c e s ,
' as th ey  w ere  f r e q u e n t l y  a s k in g  f o r  more pay and o t h e r  b e n e f i t s .
I t  must be n o te d  t h a t  a number o f  p o l i t i c a l  g ro u p s ,  i n c l u d in g  t h a t  
o f  t h e  Tudeh P a r t y ,  were q u i t e  a c t i v e  i n  th e  r e g i o n ,  and were 
b e h in d  some o f  t h e  s t r i k e s  and c la im s  made by th e  NIOC em ployees . 
M eanwhile, i n  Tehran  p ro -g o v e rn m en t  and a n t i - g o v e r n m e n t  
d e m o n s t ra t io n s  w ere  q u i t e  f r e q u e n t .
T h is  w as, i n  s h o r t ,  t h e  p o l i t i c a l  e n v ironm en t u n d e r  which 
th e  N a t io n a l  I r a n i a n  O i l  Company came i n t o  e x i s t e n c e .  T h is  p e r i o d  
was c h a r a c t e r i z e d  by u n c e r t a i n t y  c o n c e rn in g  f u t u r e  deve lopm en t,  
and e x t e n s i v e  r i v a l r } 5, among d i f f e r e n t  p o l i t i c a l  g ro u p s .
25 th  J u l y  1951: Communist l e d  a n t i - B r i t i s h  and a n t i -
Am erican d e m o n s t r a t io n s  i n  T eh ran ;  e s t i m a t e d  20 k i l l e d  ' 
and 300 i n j u r e d .
' 6 t h  December 1951: Communist le d ^ a n t i -M o ss a d e g h  d e m o n s t ra t io n s
i n  T eh ran  c l a s h  w i t h .N a t i o n a l  F ro n t  s u p p o r t e r s ;  e s t im a te d  
5 k i l l e d  and 200 i n j u r e d .
2 1 s t  J u ly  1952: Ghavam f o r c e d  to  r e s i g n  a f t e r  f o u r  days o f
r i o t i n g  l e d  to  a c o a l i t i o n  o f  Communist and s u p p o r t e r s  o f  
N a t io n a l  F r o n t  P a r t y ;  e s t im a te d  22 k i l l e d ,
28 th  F e b ru a ry  1953: A group o f  d e m o n s t r a to r s  s u p p o r t i n g  th e
Shah a t t a c k e d  M ossadegh’ s h o u se .  Prim e M in i s te r ,  f l e d  to  
a d j o i n i n g  house  w h i le  guards  opened f i r e  on th e  crow ds. 
S ource :  H.S .H. N o o r i ,  A Study o f  th e  N a t i o n a l i z a t i o n  o f  th e
O i l  I n d u s t r y  i n  I r a n ,  PhD d i s s e r t a t i o n ,  C o lorado  
S t a t e  C o l l e g e , . C o lo rad o ,  S p r in g  1965, p p . 322-335.
See also" E l w e l l - S u t t o n ,  L . P . ,  P e r s i a n  O i l  (Lawrence 
and VJishart)  , London, 1955. Note t h a t  th e  number o f  
k i l l e d  and i n j u r e d  d i f f e r s  i n  v a r i o u s  s o u r c e s .
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D isc u ss  io n  o f  t h e N a t i o n a l i z a t i o n  B i l l
The d e c i s i o n  to  n a t i o n a l i z e  th e  o i l  i n d u s t r y  i n  I r a n , a a s  
d i s c u s s e d  b e f o r e ,  was t a k e n  to  a l a r g e  e x t e n t  on p o l i t i c a l  g ro u n d s .
However, p r i o r  to  n a t i o n a l i z a t i o n ,  Prim e M i n i s t e r  Razmara c o n s u l t e d
14 .a group o f  I r a n i a n  e x p e r t s .  T h is  g roup , w hich  cons3 .sted  o f
p e t ro le u m  e n g i n e e r s ,  e c o n o m is ts  and t e c h n o c r a t s ,  s t u d i e d  th e  i s s u e
o.f n a t i o n a l i z a t i o n  and p r e p a r e d  a r e p o r t  on i t s  c o n se q u e n c e s .  The 
r e p o r t  t r i e d  to  a s s e s s  t h e  t e c h n i c a l  c a p a b i l i t y  o f  I r a n  to  m a in ta in
p r o d u c t io n  and to  m ark e t  I r a n i a n  o i l .  The r e s u l t  o f  t h i s  s tu d y  was
15 . . .n o t  p u b l i s h e d  by th e  governm en t,  b u t  th e  Prim e M i n i s t e r  q uo ted
some p a r t  o f  I t  i n  a  p r e s s  c o n fe re n c e  when a rg u in g  a g a i n s t  
n a t i o n a l i z a t i o n .  A f t e r  t h i s  speech  th e  members o f  th e  group who 
p r e p a r e d  th e  s tu d y ,  demanded f u l l  p u b l i c a t i o n  o f  th e  r e p o r t ,  as  
th e y  f e l t  t h a t  t h e i r  argum ent had  n o t  b een  u sed  i n  th e  r i g h t  c o n te x t .  
However, a f t e r  th e  a s s a s s i n a t i o n  o f  Prim e M i n i s t e r  Razmara a few 
days l a t e r ,  and th e  e v e n ts  which f o l lo w e d ,  th e  p u b l i c a t i o n  o f  th e  
r e p o r t  was abandoned.
T h is  r e p o r t  was p r o b a b ly  th e  o n ly  s tu d y  o f  t h e  p roblem s 
in v o lv e d  i n  c r e a t i n g  th e  I r a n i a n  N a t io n a l  O i l  Company p r i o r  to  
n a t i o n a l i z a t i o n .  The r e p o r t  d i s c u s s e d  i n  c o n s id e r a b l e  d e t a i l  th e  
need  f o r  f o r e i g n  e x p e r t s  to  m a in ta in  and expand th e  p r o d u c t io n  o f  
th e  o i l  f i e l d s ,  and i t  a l s o  drew a t t e n t i o n  to  t h e  prob lem s c o n c e rn in g  
th e  m a rk e t in g  o f  p e t r o le u m  p r o d u c t s .  I t  s u g g e s te d  t h a t  p r i o r  to  any 
m a rk e t in g  v e n tu r e  by th e  N a t io n a l  O i l  Company, s t e p s  m ust be  t a k e n  
to  c r e a t e  s u b s i d i a r y  companies a b ro a d ,  and form  a t a n k e r  f l e e t  
( e i t h e r  by c h a r t e r  o r  p u rc h a s e )  to  t r a n s p o r t  c ru d e  o i l  and
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p e t ro le u m  p r o d u c t s .  P o l i t i c a l  e v e n t s ,  how ever, d id  n o t  a l lo w  
d i s c u s s i o n  o f  t h i s  r e p o r t  n o r  any f u r t h e r  s tu d y  o f  t h e  m a t t e r . ^
A c lo s e  lo o k  a t  th e  laws and r e s o l u t i o n s  shows t h a t  th e  
word ’n a t i o n a l i s a t i o n ’ was u sed  by th e  N a t io n a l  C o n s u l t a t i v e  
Assembly (M ajle s )  w i th o u t  g i v i n g - a  p r o p e r  d e f i n i t i o n  o f  th e  te rm .
The o n ly  o c c a s io n  where th e  p o l i c y  o f  n a t i o n a l i z a t i o n  was c l e a r l y  
d e f in e d  was i n  a p r o p o s a l  made by Dr. Mossadegh and a group o f  
H P 's  ( see  page 6 5 ; ) ,  w hich  s u g g e s te d  t h a t  " a l l  o p e r a t i o n s  f o r  
e x p l o r a t i o n  and e x t r a c t i o n  and e x p l o i t a t i o n  s h a l l  be i n  th e  hands 
o f  t h e  g ove rnm en t’ . T h is  d e f i n i t i o n  was n o t  c l e a r l y  embodied in  
th e  laws t h a t  were p a s s e d  by th e  l e g i s l a t i v e  b o d i e s ,  and th e s e  
laws m e re ly  r e f e r  to  " th e  p r i n c i p l e  o f  n a t i o n a l i z a t i o n " .
The above l e g a l  i s s u e  \<ras r a i s e d  r e p e a t e d l y  w i th  d i f f e r e n t  
m is s io n s  which came to  n e g o t i a t e  w i th  th e  governm ent o f  Dr .M ossadegh, 
and l a t e r  ( a f t e r  i t s  c o l l a p s e )  d u r in g  th e  M a jle s  d e b a te  c o n c e rn in g  
th e  C onsortium  a g re e m e n t .  Dr. Mossadegh and h i s  n e g o t i a t i n g  team 
c o n s id e r e d  " th e  p r i n c i p l e  o f  n a t i o n a l i z a t i o n " ,  m en t io n e d  i n  th e  law , 
to  c o v e r  a l l  s t a g e s  o f  th e  o i l  p ro c e s s  and , a s  s t a t e d  above , t h i s  
would have  im p l ie d  t h a t  a l l  o p e r a t i o n s  must be  u n d e r  d i r e c t  
governm ent c o n t r o l .  On th e  o t h e r  hand , th e  governm ent o f  G enera l  
Z ahed i w hich fo l lo w e d  Mossadegh a rgued  t h a t  th e  n a t i o n a l i z a t i o n  law 
as i t  s to o d  d id  n o t  p r e v e n t  th e  governm ent ' d e l e g a t i n g '  some o f  
i t s  r e s p o n s i b i l i t i e s  t o  one. o r  a group o f  companies u n d e r  governm ent 
s u p e r v i s i o n .  They a rg u ed  t h a t  such a d e c i s i o n  was v i t a l ,  
e s p e c i a l l y  a t  a t im e  when th e  whole f u t u r e  o f  t h e  o i l  i n d u s t r y  i n  
I r a n  was a t  s t a k e . ^
A lthough  th e  i n t e r p r e t a t i o n  o f  laws and l e g a l  a rgum ents  
c o n c e rn in g  n a t i o n a l i z a t i o n  i n  g e n e ra l  i s  o u t  o f  c o n te x t  i n  t h i s
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s tu d y ,  what t h e  M a jle s  meant i s  v e ry  im p o r ta n t  f o r  th e  p u rp o se  o f  
t h i s  work, i n  so f a r  as  i t  shaped  th e  r o l e  o f  th e  N a t io n a l  O il  
Company. W hile one i n t e r p r e t a t i o n  would have s u g g e s te d  t h a t  th e  
N a t io n a l  I r a n i a n  O il  Company s h o u ld e re d  r e s p o n s i b i l i t y  f o r  
e x t r a c t i o n ,  r e f i n i n g  and s e l l i n g  o f  o i l  and i t s  p r o d u c t s ,  th e  
a l t e r n a t i v e  v iew  would have  red u c e d  th e  r o l e  o f  t h e  company to  
a  mere agency  r e s p o n s i b l e  f o r  s u p e r v i s io n  o f  t h e  o i l  i n d u s t r y  on 
b e h a l f  o f  th e  gov e rn m en t . •
The. F i r s t. C o n s t i t u t i o n  o f  NIOC
The N a t io n a l  I r a n i a n  O il  Company was form ed on 30 th  A p r i l  
1951 (9 th  O rd ib e h e s h t  2510) when th e  n i n e - p o i n t  law e x p la i n in g  
th e  im p le m e n ta t io n  o f  th e  n a t i o n a l i z a t i o n  p r i n c i p l e  was approved  
by th e  S e n a te  and was s ig n e d  by th e  Shah, The company s t a r t e d  i t s  
a c t i v i t i e s  u n d e r  a tem p o ra ry  b o a rd  o f  d i r e c t o r s ,  a c c o r d in g  to  th e  
p r o v i s i o n s  o f  th e  law.
The f i r s t  c o n s t i t u t i o n  o f  NIOC l e g a l l y  came i n t o  f o r c e  on 
26-2 '7th November 1953 ( 5 th  Azar 2511) ,  n e a r l y  20 months a f t e r  th e  
company’ s e s t a b l i s h m e n t ,  and a p p ro x im a te ly  18 months a f t e r  th e  
tem pora ry  b o a rd  o f  d i r e c t o r s  to o k  o v e r  a l l  th e  a c t i v i t i e s  o f  th e  
A n g T o -I ra n ia n  O i l  Company.
A cco rd ing  to  t h e  f i r s t  c o n s t i t u t i o n ,  th e  N a t io n a l  I r a n i a n  O il  
Company was form ed to  t a k e  o v e r  e x p l o r a t i o n ,  e x t r a c t i o n  and 
e x p l o i t a t i o n  o f  o i l .  r e s o u r c e s .  The c a p i t a l  o f  th e  company 
c o n s i s t e d  o f  th e  a s s e t s  o f  th e  fo rm er  AIOC, and i t s  a r e a  o f  o p e r a t i o n  
was a l s o  th e  same as t h a t  o f  AIOC.
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The c o n s t i t u t i o n  of. NIOC p ro v id e d  f o r  f o u r  main b o d i e s ,
18which were as  f o l lo w s :
^  Board o f  T r u s te e s  (Supreme C o u n c i l )
The group was formed o f  seven  p e o p le  o f  w hich f o u r  were 
e l e c t e d  by th e  c o u n t r y ’ s l e g i s l a t i v e  b o d i e s .  The o t h e r  
t h r e e  were th e  M i n i s t e r  o f  F ia n c e ,  th e  M i n i s t e r  o f  Employment 
and th e  D i r e c t o r  o f  Bank M eli  o f  I r a n .
. The Board was t o  d e c id e  on th e  c o n te n t  o f  t h e  an n u a l  r e p o r t  
o f  th e  e x e c u t iv e  b o a rd  o f  d i r e c t o r s  o f  th e  company, to  
approve  th e  y e a r l y  f i n a n c i a l  r e p o r t ,  d e c i s i o n s  c o n c e rn in g  th e  
i n c r e a s e  o f  th e  company’ s c a p i t a l ,  r a t i f i c a t i o n  o f  th e  company’ s 
y e a r l y  b u d g e t ,  d e c i s i o n s  abou t th e  fo rm a t io n  o f  NIOC’ s 
s u b s i d i a r i e s ,  and r a t i f i c a t i o n  o f  th e  g e n e r a l  p o l i c i e s  and 
p r i n c i p a l  laws o f  NIOC.
2) D i r e c t  o r a t e  C ouncil
T h is  group c o n s i s t e d  o f  f o u r  d i r e c t o r s  ( e x t r a c t i o n ,  r e f i n i n g ,  
m a rk e t in g  and a d m i n i s t r a t i o n ) ,  and one I r a n i a n  m anaging 
d i r e c t o r .  There  was p r o v i s i o n  i n  th e  la w  f o r  em ploying  non" 
I r a n i a n  d i r e c t o r s  w i th  th e  a p p ro v a l  o f  th e  governm ent and 
r a t i f i c a t i o n  o f  th e  l e g i s l a t i v e  b o d i e s .
The managing d i r e c t o r ’ s ap p o in tm en t  f o r  a  p e r i o d  o f  t h r e e  
y e a r s  was on th e  n o m in a t io n  o f  th e  C o u n c i l  o f  M i n i s t e r s  and 
r e q u i r e d  th e  a p p ro v a l  o f  t h e  l e g i s l a t i v e  b o d ie s  and 
r a t i f i c a t i o n  o f  th e  Shah. The managing d i i ' e c t o r  nom ina ted  
th e  d i r e c t o r s  w i th  th e  a p p ro v a l  o f  th e  Supreme C o unc il  and 
r a t i f i c a t i o n  o f  th e  C ounc il  o f  M in i s t e r s  f o r  s i x  y e a r s .
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The p r i n c i p a l  r e s p o n s i b i l i t i e s  o f  th e  D i r e c t o r a t e  
C ounc il  w ere :
a) to  de te rm in e  th e  company’ s g e n e ra l  p o l i c i e s  and p la n s
b) to  subm it th e  com pany's annua l b u d g e t  to  th e  Supreme 
C ouncil
c) to  d r a f t  laws and r e g u l a t i o n s  a c c o r d in g  to i .  p r i n c i p l e s  
s e t  f o r t h  by th e  Supreme C ouncil
■ d) to  subm it p r o p o s a l s  on th e  f o rm a t io n  o f  s u b s i d i a r i e s  o f  
NIOC to  th e  Supreme C o u n c i l .
F u r th e rm o re ,  th e  D i r e c t o r a t e  C ounc il  co u ld  s ig n  ag reem en ts  f o r  
s a l e  o f  o i l ,  p ro v id e d  t h a t  th e  d u r a t i o n  o f  c o n t r a c t s  d id  n o t  
exceed  f i v e  y e a r s ,  and i t s  amount d id  n o t  ex ceed  one t h i r d  
o f  t o t a l  p r o d u c t i o n .  The minimum s a l e  f i g u r e  a l lo w e d  was 
p u t  a t  3 m i l l i o n  to n s  o f  o i l .  For amounts l a r g e r  th a n  one 
t h i r d  o f  t h e  t o t a l  p r o d u c t io n  o r  p e r io d s  l o n g e r  th a n  f i v e  
y e a r s ,  th e  r a t i f i c a t i o n  o f  th e  Supreme C o u n c i l  and th e  
l e g i s l a t i v e  b o d ie s  was r e q u i r e d .
3) C ounc il  o f  I n s p e c t o r s
T h is  C ounc il  was formed o f  t h r e e  members who were 
know ledgeab le  and e x p e r ie n c e d  i n  ac co u n ta n cy  and o t h e r  
o p e r a t io n s  o f  t h e  o i l  i n d u s t r y .  These p e o p le  were chosen  
f o r  a  p e r i o d  o f  t h r e e  y e a r s .  They w ere  r e s p o n s i b l e  f o r  th e  
p r e p a r a t i o n  o f  a r e p o r t  showing a l l  th e  f i n a n c i a l  a c t i v i t i e s  
o f  t h e  company e v e ry  s i x  months to  th e  Supreme C o u n c i l .
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The f i r s t  C o n s t i tu t io n ,  o f  NIOC a llo w e d  th e  employment o f  
f o r e i g n  n a t i o n a l s  w i th  th e  a p p ro v a l  o f  th e  Supreme C o u n c i l ,
I t  a l s o  had  p r o v i s i o n  f o r  th e  use  of  f o r e i g n  c o n t r a c t o r s  and 
f o r  c o - o p e r a t i o n  w i th  f o r e i g n  com panies. The p r o v i s i o n  f o r  
employment o f  f o r e i g n e r s  i n d i c a t e s  t h a t  t h e  a u t h o r i t i e s  were 
aware t h a t  a com ple te  t a k e - o v e r  of  o i l  o p e r a t i o n s  i n  I r a n  m igh t 
r e q u i r e  th e  a s s i s t a n c e  o f  f o r e i g n  t e c h n i c i a n s .  The f a c t  t h a t  th e  
c o n s t i t u t i o n  o f  NIOC e v en  a llo w e d  th e  p o s i t i o n  o f  a d i r e c t o r  to  
go to  a n o n - I r a n i a n ,  i n d i c a t e s  t h a t  even th e  s h o r t a g e  o f  top  
a d m i n i s t r a t o r s  was a n t i c i p a t e d  a t  t h e  e a r l y  s t a g e s  o f  t h e  
companyTs o p e r a t i o n s .
The C o n s t i t u t i o n  a l lo w s  th e  d i r e c t o r s  to  s e l l  up to  one 
t h i r d  o f  t h e  c o u n t r y ' s  t o t a l  o i l  p r o d u c t io n  f o r  f i v e  y e a r s  
w i th o u t  p r i o r  government c o n s e n t .  T h is  amount o f  o i l  was abou t  
10 m i l l i o n  to n s  p r i o r  t o  n a t i o n a l i z a t i o n .  ( I f  th e  same p ro c e d u re  
were a p p l i c a b l e  to d ay  a t  NIOC, i t  would have  b e e n  2m b / d ,  nearl}^ 
the. e q u i v a l e n t  o f  K u w a i t 's  o i l  p r o d u c t i o n . )  The d i r e c t o r s  were 
g iv e n  f u l l  freedom  to  s e l l  c ru d e  o i l  and p r o d u c t s .
The C o n s t i t u t i o n  even had p r o v i s i o n s  a l lo w in g  NIOC to  make 
agreem ents  w i th  f o r e i g n  c o n t r a c t o r s  and o i l  com panies . I t  shows 
t h a f  th e  governm ent was l e a v i n g  a l l  th e  o p t io n s  open to  make th e  
N a t io n a l  Company a p r o f i t  making o r g a n i z a t i o n ,  and n o t  m ere ly  a 
governm ent s a l e s  agency . I t  i s  im p o r ta n t  to  n o t e  t h a t  as th e  
C o n s t i t u t i o n  o f  NIOC was b e in g  p r e p a r e d ,  th e  tem p o ra ry  b o a rd  o f  
d i r e c t o r s  o f  NIOC e n c o u n te re d  c o n s id e r a b l e  d i f f i c u l t i e s  in  
f i n d i n g  cu s to m e rs  f o r  I r a n i a n  c rude  o i l  and p e t r o le u m  p r o d u c t s .
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This  w as, to  my mind, one o f  th e  f a c t o r s  t h a t  i n f l u e n c e d  the  
s t r u c t u r e  o f  th e  c o n s t i t u t i o n  to  g iv e  c o n s id e r a b l e  autonomy to  
th e  company and i t s  d i r e c t o r s .  Had the  C o n s t i t u t i o n  been  drawn 
im m ed ia te ly  a f t e r  th e  n a t i o n a l i z a t i o n  b i l l ,  p r o v i s i o n s  f o r  
f o r e i g n  em ployees , c o n t r a c t s  and j o i n t  v e n tu r e s  w i th  o t h e r  ‘ 
companies would have been  s e v e r e ly  l i m i t e d .  The ex trem e 
n a t i o n a l i s t i c  f e e l i n g s  i n  the. p a r l i a m e n t ,  m i s t r u s t  o f  f o r e i g n  
employees and la c k  o f  i n f o r m a t io n  abou t  th e  a b i l i t y  o f  governm ent 
to  s e l l  o i l ,  would have l e d  to  th e  d r a f t i n g  o f  th e  C o n s t i t u t i o n  
o f  NIOC i n  such a way as to  make i t  v e ry  s i m i l a r  to  o t h e r  
governm ent b o d ie s .
As f o r  th e  p r o f i t s  o f  NIOC, th e  C o n s t i t u t i o n  s t a t e s  t h a t  a l l  
th e  p r o f i t s ,  a f t e r  d e d u c t in g  an  ’ am ount’ f o r  g e n e r a l  r e s e r v e s  and 
a f u r t h e r  amount f o r  w hat was c a l l e d  ’ f u t u r e  a c c o u n t s ’ , would go 
to  th e  governm ent. The amount f o r  g e n e ra l  r e s e r v e s  was s t a t e d  to  
be n o t  l e s s  th a n  t e n  p e r  c e n t  o f  th e  n e t  p r o f i t s .  The N a t io n a l  
O i l  Company was f u r t h e r  a l lo w e d  to  use  up to  tw en ty  p e r  c e n t  o f  
th e  government s h a re  f o r  developm ent p r o j e c t s  o f  K huzes tan  ( o i l  
p ro v in c e )  and th e  w e l f a r e  o f  th e  company em ployees .
Such an a rran g em en t  would g iv e  th e  company some f i n a n c i a l  
independence  and scope f o r  f u t u r e  grow th . A ga in ,  one can a rgue  
t h a t  a t  t h a t  tim e th e  governm ent had p ro b a b ly  r e a l i z e d  th e  
d i f f i c u l t y  o f  s e l l i n g  n a t i o n a l i z e d  crude  on a g overnm en t- tO “ governm ent 
b a s i s .  Autonomy would p e r m i t  th e  company to  s e l l  o i l  w i th  l e s s  
d i f f i c u l t y  i n  th e  m a r k e t . ' I t  i s  i n t e r e s t i n g  to  n o te  t h a t  l a t e r ,  
when th e  r o l e  o f  NIOC was changed by th e  C onsortium  ag reem en t ,  most 
o f  t h i s  autonomy o f  NIOC was removed.
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To sura up , th e  f i r s t  C o n s t i t u t i o n  o f  th e  N a t io n a l  I r a n i a n  
O i l  Company was drawn up to  a l lo w  th e  company’ s g row th  to  be 
somewhat s i m i l a r  to  t h a t  o f  p r i v a t e  o i l  f i r m s ,  b u t  w i t h i n  th e  
n a t i o n a l i z a t i o n  law. I t  was d e s ig n e d  to  th e  e x t e n t  p o s s i b l e  a t  
th e  t im e ,  to  a c c e n t u a t e  r a p i d  growth o f  th e  company so t h a t  i t  
would e v e n t u a l l y  be c a p a b le  o f  c a r r y in g  o u t  e x t r a c t i o n ,  r e f i n i n g  
and m a rk e t in g  o f  I r a n i a n  c ru d e  o i l .
NIOC’ s E f f o r t  to  s e l l  I r a n i a n  O i l  (1 9 5 1 - j9 5 3 )
NIOC’s campaign to  s e l l  I r a n i a n  c rude  o i l  s t a r t e d  im m ed ia te ly  
a f t e r  th e  n a t i o n a l i z a t i o n  o f  AIOC. I n  o r d e r  to  a t t r a c t  cu s to m ers  
th e  Government o f  I r a n  was rea d y  to  c o n s id e r  s i s e a b l ^ d i s c o u n t s  on 
th e  p r i c e  o f  o i l ,  up to  50 p e r  c e n t  o f  th e  p o s te d  p r i c e s .  B a r te r  
d e a ls  w ere  a l s o  c o n s id e r e d ,  and th e  governm ent p ro m ised  to  
compensate th e  p r o s p e c t i v e  b u y e rs  f o r  l o s s e s  ( i f  any) due to  i t s  
d i s p u t e  w i th  th e  AIOC. By l a t e  1951 NIOC's spokeman announced t h a t  
the  company had  r e c e iv e d  up to  268 p r o p o s a l s  f o r  p u rc h a s e s  o f  o i l
from  a l l  o v e r  th e  w o r ld ,  which amounted to  n e a r l y  17 m i l l i o n  to n s
r  ... 19 o f  o i l .I
However, o u t  o f  t h e s e  268 p r o p o s a l s  n o t  one was f i n a l i z e d  
d u r in g  1951. I n  th e  e ig h t e e n  months w hich f o l lo w e d ,  NIOC co u ld  
n o t  s e l l  more th a n  118,600 to n s  o f  o i l .  The m ain  r e a s o n s  were n o t  
th e  i n e f f i c i e n c y  o f  th e  N a t io n a l  O il  Company i n  f i n a l i z i n g  th e  
d e a l s ,  b u t  m a in ly  t h r e e  f a c t o r s .  F i r s t ,  most o f  t h e  p r o s p e c t i v e  
b u y e rs  changed t h e i r  minds when th ey  l e a r n e d  more a b o u t  th e  
e s c a l a t i o n  o f  th e  d i s p u t e  be tw een  AIOC and I r a n  and th e  p o s i t i o n  o f  
th e  B r i t i s h  and American Governments i n  t h i s  r e g a r d .  I t  i s  e v id e n t
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t h a t  t h e s e  governm ents a c t i v e l y  d i sc o u ra g e d  p r o s p e c t i v e  b u y e rs
from  any d e a l  w i th  I r a n  p r i o r  to  th e  s e t t l e m e n t  o f  th e  d i s p u t e
w i th  AIOC. For exam ple, th e  US S t a t e  D epar tm en t ,  when c o n s u l te d
by th e  American In d ep e n d e n t  O i l  Company i n  c o n n e c t io n  w i th  th e
p u rc h a s e  o f  I r a n i a n  o i l ,  recommended t h a t  th e  company sh o u ld  n o t
p u rsu e  th e  m a t t e r  any f u r t h e r .  This  was r e v e a le d  i n  a  l e t t e r
which th e  P r e s i d e n t  o f  th e  above company w ro te  to  th e  S e c r e t a r y
o f  S t a t e ,  a p p a r e n t l y  d i s a t i s f i e d  w i th  th e  a rra n g e m e n ts  i n  th e
20C onsortium , d a te d  15th O c tober  1954.
"  The im pac t  o f  th e  C onsortium  Agreement w i th  th e
I r a n i a n  Government upon ou r  p r o s p e c t s  i s  r e a l  and 
im m edia te ,  n o t  remote' and f a n c i f u l .  A f t e r  th e  
e x p e n d i tu r e  o f  some 23 m i l l i o n  d o l l a r s ,  t h i s  company 
which as you know, i s  com prised  o f  a group o f  
in d e p e n d e n t  i n t e r e s t s ,  d i s c o v e r e d  o i l  i n  th e  K uw ait-  
Saud i A ra b ia  N e u t r a l  Zone i n  March 1953. The ad v en t  
o f  a newcomer i n t o  th e  w o r ld  o i l  m arke t  i s  n e v e r  e a s y ,  
and when t h a t  newcomer i s  a sm a l l  in d e p e n d e n t  
o p e r a t i n g  i n  c o m p e t i t io n  w i th  th e  e s t a b l i s h e d  
c o l o s s i  i n  th e  f i e l d ,  th e  developm ent o f  a p o s i t i o n  
i s  more d i f f i c u l t .  As ou r  m a rk e t in g  e f f o r t  g o t  under  
way, and a f t e r  shutdown o f  th e  Abadan r e f i n e r y  and 
th e  I r a n i a n  e x p r o p r i a t i o n  o f  th e  A n g lo - I r a n ia n  O il  
Company p r o p e r t i e s , we were app roached  by I r a n i a n  
i n t e r e s t s  and u rg ed  to  ta k e  and s e l l  c e r t a i n  
q u a n t i t i e s  o f  t h e i r  c ru d e .  T h is  would have  been  
h i g h ly  advan tageous  to  use  b e c au se  o f  th e  o p p o r tu n i ty  
i t  would have p ro v id e d  f o r  b l e n d in g  t h e i r  h ig h  
g r a v i t y  p r o d u c t  w i th  our  own c o m p a ra t iv e ly  h e a v i e r
o i l .  B e fo re  p u r s u in g  n e g o t i a t i o n s  i n  t h i s  d i r e c t i o n ,  
a  r e p r e s e n t a t i v e  o f  t h i s  company c o n f e r r e d  w i th  th e  
a p p r o p r i a t e  o f f i c e r  o f  you r  D epartm ent and a t  t h e i r  
e x p re s s  r e q u e s t  d e c l in e d  to  p u rsu e  th e  m a t t e r  f u r t h e r  
w i th  th e  I r a n i a n s .  We were p r e p a r e d  to  a c c e p t  t h i s  
d i s t i n c t  d e t r im e n t  b e c au se  o f  ou r  d e s i r e  to  co­
o p e r a t e  c o m p le te ly  w i th  th e  Government i n  a m a t t e r  
o f  s e r i o u s  n a t i o n a l  i m p o r t . . . , "
Second, th e  Government o f  I r a n  was n o t  v e ry  an x io u s  to  f i n a l i z e  
a s a l e  agreem en t w i th  th e  c o u n t r i e s  o f  th e  E a s t e r n  b l o c  b e c au se  
such  a d e a l  c o u ld  a f f e c t  thein: r e l a t i o n s  w i th  th e  U n i ted  S t a t e s .
The governm ent o f  Dr. Mossadegh was h o p e fu l  t h a t  Am ericans would
l
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h e lp  to  b r i n g  ab o u t  a s e t t l e m e n t  be tw een  I r a n  and AIOC, and a l s o
h e lp  I r a n  i n  s e c u r in g  a d e q u a te  lo a n s  f o r  developm ent p l a n s .  So
th e  f i n a l i z a t i o n  o f  ag reem en ts  by NIOC w i th  t h e s e  p r o s p e c t i v e
b u y e rs  o f  I r a n i a n  c rude  o i l  was n o t  s e r i o u s l y  p u r su e d  due to
p o l i t i c a l  r e a s o n s .  The governm ent i n  t h i s  p e r i o d  d id  n o t  f o l lo w
a c o n s i s t e n t  and w e l l - d e f i n e d  p o l i c y  f o r  s e l l i n g  o i l ,  e i t h e r
b e c au se  th ey  were h o p ing  f o r  an o v e r - a l l  s o l u t i o n  w i th  AIOC, o r
due to  o t h e r  c o n s i d e r a t i o n s .  Renee, NIOC's m a rk e t in g  app roach
2 1was a t  th e  mercy o f  p o l i t i c a l  e x ig e n c i e s .
As m en tio n ed  b e f o r e ,  th e  t o t a l  s a l e s  o f  NIOC i n  t h i s  p e r i o d
amounted to  118,600 t o n s ,  \-7hich was l e s s  th a n  0 .4  p e r  c e n t  o f
p r o d u c t io n  (33 m i l l i o n  to n s )  p r i o r  to  n a t i o n a l i z a t i o n .  The J a p a n e s e
and I t a l i a n s  were th e  main p r u c h a s e r s  o f  NIOC's c ru d e  d u r in g  t h i s
p e r i o d .  T o ta l  p u rc h a s e  by an I t a l i a n  company (Supor) was 37 ,000
to n s  o f  c ru d e .  The f i r s t  sh ipm en t o f  t h i s  c rude  (5 ,0 0 0  to n s  i n
a t a n k e r  c a l l e d  " M i r i e l l a " )  was th e  s u b j e c t  o f  a c o u r t  c a se  i n  V enice
due to  th e  l e g a l  a c t i o n  o f  AIOC. I t  was l a t e r  r e l e a s e d ,  a s  th e
c o u r t  d i s m is s e d  th e  c la im s  o f  AIOC. When Mossadegh l e a r n e d  o f
th e  c o u r t ' s  d e c i s i o n ,  he a g re e d  t h a t  f u t u r e  s a l e s  o f  NIOC to  Supor
22f o r  s i x  months would be  g iv e n  a t  50 p e r  c e n t  d i s c o u n t .  Supor 
p u rc h a s e  o f  I r a n i a n  c rude  was s to p p e d  a f t e r  th e  company f a c e d  
t r a d i n g  d i f f i c u l t i e s  i n  I t a l y .
The J a p a n e s e  g ro u p ,  I d e m i ts u ,  a l s o  a p p roached  NIOC to  buy 
c ru d e  o i l ,  and i t s  f i r s t  t a n k e r  "N issyo  Maru" a r r i v e d  a t  Abadan i n  
March 1953. S im i la r  l e g a l  prob lem s as t h a t  o f  th e  Supor Company 
a ro s e  when th e  s h ip  a r r i v e d  i n  Ja p a n .  A gain , th e  l e g a l  a d v i s e r s  o f
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NIOC h e lp e d  th e  p u r c h a s e r  to  f i g h t  AIOC c la im s  i n  t h e  c o u r t ,  which 
s i m i l a r l y  d i s m is s e d  AIOC's c a s e ,  and th e  s h ip  t r a v e l l e d  to  I r a n  
tw ice  more to  p u rc h a s e  c ru d e  o i l  T o ta l  p u rc h a s e  o f  o i l  by b o th  
I t a l i a n  and Ja p a n e s e  companies amounted to  54 ,600  to n s  and 64 ,000  
t o n s ,  r e s p e c t i v e l y .  These amounts were m in i s c u l e  when compared to  
th e  o i l  p r o d u c t io n  c a p a c i ty  i n  I r a n ,  and a l th o u g h  d i s c o u n t s  o f  up 
to  50 p e r  c e n t  w ere  o f f e r e d  by NIOC, t h e r e  w ere  few b u y e rs  f o r  
I r a n i a n  o i l .
The t h i r d ,  and p ro b a b ly  th e  most im p o r ta n t ,  f a c t o r  which 
c o n t r i b u t e d  to  th e  f a i l u r e  o f  NIOC to  m ark e t  I r a n i a n  c ru d e  o i l ,  
was th e  n a t u r e  o f  i n t e r n a t i o n a l  p e t ro le u m  m ark e ts  a t  t h e  t im e .
The w o r ld  p e t ro le u m  i n d u s t r y  was dom inated  by a few l a r g e  i n t e r ­
n a t i o n a l  c o r p o r a t i o n s ,  w e l l  e s t a b l i s h e d  i n  th e  m a r k e t s ,  and t h i s  
made th e  job  o f  a newcomer much more d i f f i c u l t .  The n e x t  two 
c h a p te r s  a t t e m p t  to  show t h i s  p o i n t  more c l e a r l y .
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p l a n ;  and C.S, G u lb en k ian ,  th e  Armenian o i l  m agna te ,  
who f o r  many y e a r s  had  b e e n  h o n o ra ry  com m ercial a t t a c h e  
to  th e  P e r s i a n  Embassy i n  P a r i s .
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•CHAPTER V
‘ THE CONSORTIUM. AGREEMENT AND' ITS EFFECTS 
' ' ON "TUB ROLE"' oF t HE NATIONAL "pIL COMPANY „
Why th e  Consor t i u m  was E s t a b l i s h e d
The governm ent o f  G e n e ra l  Zahedi w hich fo l lo w e d  t h a t  o f  
Mossadegh was v e ry  anx ious  to  r e s o l v e  th e  o i l  d i s p u t e  w i th  th e  
fo rm er  A n g lo - I r a n ia n  O il  Company0 I n  O c tobe r  1953, H e r b e r t  
Hoover, who was t h e  US S e c r e t a r y  o f  S t a t e ' s  s p e c i a l  o i l  a d v i s e r ,  
a r r i v e d  i n  Tehran,, He u rg ed  th e  I r a n i a n  governm ent go a c c e p t  
the. i d e a  o f  a d e a l  w i th  a c o n so r t iu m  o f  m ajo r  i n t e r n a t i o n a l  o i l  
companieso The American governm ent was e s p e c i a l l y  i n t e r e s t e d  i n  
r e s o l v i n g  th e  prob lem  b e c a u se  o f  an imminent dan g e r  o f  a t a k e ­
o v e r  by a R u s s ia n  backed  p a r t y  i n  I r a n .  T h is  was due to  th e
economic prob lem s which I r a n  f a c e d  a f t e r  th e  f a i l u r e  o f  NIOC to
s e l l  s i z e a b l e  q u a n t i t i e s  o f  o i l .  The r o l e  o f  t h e  US governm ent 
i n  s e t t i n g  up a c o n s o r t iu m  was summarized by M t0 H„ P ag e , who was 
th e  l e a d e r  o f  c o n s o r t iu m  n e g o t i a t i o n s  i n  I r a n s  ’ •
"W ell ,  th e  r o l e  was t h i s s  t h a t  t h e  US Government f e l t  
t h a t  i f  I r a n  was n o t  saved  and b e c a u s e  th e y  were g o ing  
d o w n h i l l - .p r e t ty  f a s t  e c o n o m ic a l ly ,  w i th  no o i l  o u t  
t h e r e ,  t h a t  R u s s ia  was go ing  to  t a k e  o v e r  and th e y  had
some v e ry  good r e a s o n s  f o r  t h i s ,  and b e c a u se  I  saw some
of  them when I  was o u t  t h e r e  i n  T eh ran  l a t e r „• Now, t h e ;  
B r i t i s h  f e l t  th e  same way, b u t  p r o b a b ly  n o t  q u i t e  as 
s t r o n g l y  on w h e th e r  o r  n o t  I r a n  was g o in g  to  
c o l l a p s e . " 1
Mr. Howard page was a nsw ering  as a w i t n e s s  d u r in g  h e a r i n g s  o f  
th e  US S en a te  Sub-Committee on M u l t i n a t i o n a l  C o r p o r a t io n s  i n  1974.
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Some p a r t s  o f  th e  h i s  t e s t im o n y  c o n c e rn in g  th e  f o rm a t io n  o f  th e
2c o n so r t iu m  a r e  g iv e n  h e r e c
SENATOR MUSKIE: But your p r im a ry  m o t i v a t i o n  i s  th e
p u r s u i t  o f  f i n a n c i a l  a d v a n ta g e .
MR. PAGE: Of course ,,
SENATOR MUSKIE: Which i s  t h e  f r e e  e n t e r p r i s e  sy s tem
and r e a l l y  what we se ek  to  p u rsu e
w i th  t h i s  i n q u i r y  i s  t h e  q u e s t i o n  o f
w h e th e r  f i n a n c i a l  a d v a n ta g e  to  p r i v a t e
companies n e c e s s a r i l y  c o in c id e s  w i th  th e
p u b l i c  i n t e r e s t  i n  t h e  k in d  o f  s i t u a t i o n
t h a t  has  dev e lo p ed  i n  th e  o i l  i n d u s t r y
i n  p r o d u c t io n  o f  o i l  i n  t h e  M iddle  E a s t
and th e  m a rk e t in g  o f  o i l  a round  th e
w o r l d . . N o w ,  i n  th e  I r a n i a n
s i t u a t i o n ,  you moved i n  t h e r e  n o t  i n
p u r s u i t  o f  f i n a n c i a l  a d v a n ta g e  b u t  a t
th e  r e q u e s t  o f  th e  Government, as  I
u n d e r s t a n d  i t .  Now has  i t  p ro v e n  to  be   ^ . • a  move which h as  p ro d u ce d  f i n a n c i a l
advan tage?
MR. PAGE: I  have  n o t  s e en  th e  f i g u r e s  r e c e n t l y ,
b u t  I  would say  t h a t  a b o u t  up t o  t h i s  
t im e ,  no , we h a v e n ’ t  g o t t e n  our money 
b a c k ,  b u t  I  would say  t h a t  I  am g la d  we 
d id  go i n .  But remember a t  th e  t im e  we 
w ent i n  we p u t  up a l l  t h i s  money and 
t h e r e  was no a s s u r a n c e  w h a te v e r  t h a t  we 
w ou ldn’ t  l o s e  th e  w hole t h in g  w i t h i n  a 
few months a g a in .  So t h a t  i t  tu rn e d  o u t  
q u i t e  w e l l ,  and i t  h a s  tu r n e d  o u t  
e x c e e d in g ly  w e l l  i n  a s e n s e ,  and t h e r e ­
f o r e ,  I  t h in k  i n  t h e  lo n g  ru n  we w i l l  
g e t  ou r  money b a c k ,  and t h a t  w i th  h in d ­
s i g h t ,  and f o r g e t t i n g  th e  r i s k  t h a t  was 
in v o lv e d  i n  going  i n  a t  t h e  b e g in n in g ,  
i t  h a s  tu rn e d  o u t  to  b e  a  good i n v e s t ­
m en t ,  y e s .
So i t  c o u ld  be  c o nc luded  t h a t  th e  f o rm a t io n  o f  a c o n s o r t iu m  
o f  m ajo r  i n t e r n a t i o n a l  o i l  companies to  r e - i n t e g r a t e  I r a n i a n  o i l  
i n  th e  w o r ld  m a rk e t ,  was more o f  a p o l i t i c a l  compromise th a n  a 
p u r e ly  com m ercial u n d e r t a k in g .  T h is  was f u r t h e r  m a n i f e s t e d  when
th e  i s s u e  o f  s h a re s  w i t h i n  th e  c o n s o r t iu m  was c o n s id e r e d ,  h e r e .
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th e  B r i t i s h  i n t e r e s t  had been  k e p t  under  50 p e r  c e n t  f o r  th e  sake
o f  I r a n i a n  p u b l i c  o p i n io n 0 On th e  o th e r  hand , some American
o i l  companies were p e rsu a d e d  by th e  S t a t e  D epartm ent to  j o i n
i n  o r d e r  to  r e s o l v e  th e  c r i s i s  <, A gain , th e  S e n a te  i n v e s t i g a t i o n
3i n  1974- s u p p o r t s  t h i s  view<,
SENATOR MUSKIE: So someone i n  t h e  US Government d e c id e d
t h a t  Exxon, M ob il ,  Texaco and Socal 
were to  be th e  A m erican companies t o  go
i n ,  b u t  th ey  were each  to  have 8 p e r
c e n t  and th e  t o t a l  would be  40 , t h a t  
was t h e i r  t o t a l  w i th o u t  any in p u t  from 
th e  o i l  i n d u s t r y  a t  a l l ?
MR0 PAGE: N a t u r a l l y  we had to  a g re e  to  t h a t .
SENATOR MUSKIE: Of c o u r s e ,  and you had  no n o t io n  on how
t h a t  fo rm u la  was d e c id e d  on?
MRo PAGE: W ell ,  I  have some n o t i o n  i n  th e  se n se
t h a t ,  as I  u n d e rs to o d  i t ,  t h e  40 p e r  
c e n t  f o r  BP was th e  maximum t h a t  would 
be p o l i t i c a l l y  a l lo w a b le  w i t h i n  I r a n 0 
I n  o t h e r  w ords , t h a t  t h e  p o l i t i c s  o f  i t  
were such  t h a t  th e y  ( th e  I r a n i a n s )  f e l t  
t h a t  i t  would be  im p o s s ib l e  to  
r e n e g o t i a t e  t h e  t h i n g  i f  BP had  a 
m a j o r i t y  i n t e r e s t  o r  even  50 p e r  c e n t  
i n t e r e s t ,  and , t h e r e f o r e ,  t h a t  more o r  
l e s s  e s t a b l i s h e d  the- 40 . Now e x a c t l y  
how th e  o t h e r s  shaped  o u t ,  I  d o n ?t  know, 
e x c e p t  t h a t  S h e l l  had  v e ry  l a r g e  
m ark e ts  and n o t  much c ru d e  o i l  i n  th e  
M iddle  E a s t  and th e y  co u ld  p r o v id e ,  th e y  
cou ld  c e r t a i n l y  h a n d le ,  t h e i r  14 p e r  
c e n t  w i th  no p rob lem  a t  a l l . . . 0
Members o f  th e  Consor t i u m
As a r e s u l t  o f  e x t e n s i v e  n e g o t i a t i o n s  among t h e  m ajo r  i n t e r ­
n a t i o n a l  o i l  companies and c o n s id e r a b l e  p r e s s u r e  from  th e  US and 
B r i t i s h  governm en ts ,  a c o n s o r t iu m  was formed to  n e g o t i a t e  w i th  th e
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I r a n i a n  governm ent w i th  th e  v iew to  s o lv in g  th e  o i l  c r i s i s  in
. . 4I r a n D The companies w hich p a r t i c i p a t e d  w ere  a s  f o l l o w s :
Companies P e r  c e n t  s h a re  o f  conso r t i u m
B r i t i s h  P e t ro le u m  40
Royal D u tc h -S h e l l  14
Exxon 8
Mobil 8
Texaco 8
Gulf 8
S ta n d a rd  o f
C a l i f o r n i a  8
Compagnie F r a n c a i s
des  P e t r o l e s  . 6
TOTAL 100
However, s i x  months l a t e r  i n  A p r i l  1955, on th e  S t a t e
D e p a r tm en tr s su g g e s t io n ; ,  the- f i v e  American com pan ies ,  namely
Exxon, M ob il ,  Texaco , G u lf  and S o c a l ,  a g re e d  to  g iv e  one p e r  c e n t
o f  t h e i r  s h a re  i n  th e  c o n s o r t iu m  a rran g em en t to  a  group o f
in d e p e n d e n t  o i l  com pan ies , I r i c o n 0 The I r i c o n  group o r i g i n a l l y
c o n s i s t e d  o f  R i c h f i e l d ,  S i g n a l ,  Hancock, S o h io ,  G e t ty ,  T id e w a te r ,
A t l a n t i c ,  San J a c i n t h o  and AminoiL A f t e r  t h i s  t h e  ovm ersh ip
o f  th e  c o n s o r t iu m  was as  f o l l o w s :
Companies P e r  c e n t  s h a r e i n  c o n so r t iu m
B r i t i s h  P e t ro le u m  40
Royal D u tc h -S h e l l  14
Exxon 7
Mobil J7
G ulf 7
Texaco 7
S ta n d a rd  of
C a l i f o r n i a  7
Compagnie F r a n c a i s e
des  P e t r o l e s  6
TOTAL 100
I
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The c o n s o r t iu m  agreem ent was n e g o t i a t e d  i n  th e  a bsence  of 
t h e  in d ep e n d e n t  g roup , be tw een  th e  I r a n i a n  governm ent and th e  
m ajo r  i n t e r n a t i o n a l  o i l  com panies ,
Cjonnort i  urn he g o t !  a t  x ons
I n  March 1954, th e  I r a n i a n  government a p p o in te d  a commission
to  s tu d y  and p r e p a r e  th e  governm ent c a se  f o r  th e  n e g o t i a t i o n  w i th
th e  c o n s o r t iu m  d e l e g a t i o n .  T h is  commission com prised  Mr, A t t a o l a h
E te h o d ie h ,  Dr, Reza F a l ' l a h ,  Mr0 F a t t o l a h  N a f i c i  and D r, Fuad ;
Rouhani,  a l l  o f  whom , were in v o lv e d  i n  th e  n e g o t i a t i o n s  w hich e v e n t u a l l y
l e d  to  th e  c o n so r t iu m  ag reem en t  betw een th e  Government o f  I r a n ,
r e p r e s e n t e d  by D r, A l i  Amini ( M in i s t e r  o f  F inance)*  and th e  C onso rtium
o f  I n t e r n a t i o n a l  O i l  Companies headed  by Mr, Howard Page o f  Exxon,
The im p o r ta n c e  o f  t h i s  agreem ent as  f a r  as t h i s  s tu d y  i s  c o n c e rn e d ,  i s
i s  th e  change i t  b ro u g h t  ho th e  r o l e  o f  th e  N a t io n a l  I r a n i a n  O i l
Company, oirden- t o  i l l u s t r a t e  t h i s  p o i n t we s h a l l  g° i n t o  some
5d e t a i l s  h e r e .
I n  th e  e a r l y  s t a g e s  o f  n e g o t i a t i o n s  w i th  t h e  c o n s o r t iu m , th e  
I r a n i a n  d e l e g a t e  s u g g e s te d  some s o r t  o f  p a r t n e r s h i p  be tw een  th e  
c o n s o r t iu m  members and th e  N a t io n a l  I r a n i a n  O i l  Company, T h is  would 
have s e c u re d  a v e ry  a c t i v e  r o l e  f o r  th e  N a t io n a l  O i l  Company in  
e x p l o r a t i o n ,  p r o d u c t io n ,  and m a rk e t in g  o f  I r a n i a n  o i l .  But t h i s  
s u g g e s t io n  was r e j e c t e d  by th e  o t h e r  s id e  w hich a rg u ed  t h a t  each 
o f  th e  companies i n  th e  c o n s o r t iu m  had a w orld-w i.de m arke t s h a re  i n  
s e l l i n g  p e t ro le u m  p r o d u c t s ,  and as NIOC had no such  m arke t i t  
co u ld  n o t  j o i n  th e  g ro u p .  The d om es tic  m arke t  o f  NIOC, p lu s  i t s
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few s a l e s  ag reem en ts  w i th  sm a l l  com panies , was n o t  c o n s id e r e d  by 
th e  c o n s o r t iu m  members to  be  an a d e q u a te  b a s i s  f o r  membership 
o f  NIOC i n  th e  c o n s o r t iu m . B e s id e s ,  such an a rra n g e m e n t  would 
have t r i g g e r e d  o f f  s i m i l a r  demands from  o t h e r  o i l  p ro d u c e r s  
( f o r  exam ple, V e n e z u e la ) „
When p a r t i c i p a t i o n  i n  th e  c o n s o r t iu m  by th e  N a t io n a l  O i l  
Company was r e j e c t e d  o u t r i g h t . ,  t h e  v i t a l  q u e s t i o n  f o r  NIOC was 
to  s e c u r e  a c c e s s  to  c e r t a i n  q u a n t i t i e s  o f  ' 'c o s t  o i l*  t o  honour 
i t s  commitments a t  th e  t im e  and p l a n  f o r  f u t u r e  e x p a n s io n „ The 
I r a n i a n  n e g o t i a t o r s  were v e ry  lceen to  r e a c h  an u n d e r s t a n d in g  w i th  
th e  c o n s o r t iu m  on t h i s  i s s u e .  But th e  c o n s o r t iu m  team  once a g a in  
r e j e c t e d  any arrangement; to  su p p ly  NIOC w i th  ’ c o s t  o i l*  to  be 
m arke ted  on i t s  own a c c o u n t .  They a rgued  t h a t  as  NIOC was n o t  
f u l l y  i n t e g r a t e d ,  any amount o f  c ru d e  o i l  s u p p l i e d  to  NIOC would 
be  o f f e r e d  i n  th e  m ark e ts  w i th  d i s c o u n t  and hence  would c r e a t e  
c o m p e t i t io n  f o r  t h e  c o n s o r t iu m  s a l e s  i n  th e s e  m a r k e t s D F u r t h e r ­
m ore, any such a rra n g e m e n t  would be fo l lo w e d  by s i m i l a r  demands 
from o t h e r  o i l  p ro d u c in g  s t a t e s .  The companies a rg u e d  t h a t  i f  NIOC 
r e a l l y  wanted  to  have  i t s  own o p e r a t i o n ,  i t  c o u ld  use  t h e  e q u iv a l e n t  
amount o f  o i l  to  th e  ’ S ta te d  Payment* f o r  t h i s  p u r p o s e 0
T h is  was a m ajo r  blow to  th e  f u t u r e  o p e r a t i o n s  o f  t h e  N a t io n a l  
O i l  Company as i t  c o u ld  n o t  s e l l  t h i s  o i l  a t  p o s te d  p r i c e s  i n  
th e  m arketo On th e  o t h e r  hand , th e  c o n s o r t iu m  w ere  p a y in g  th e  
'S t a t e d  Payment* to  th e  governm ent on th e  b a s i s  o f  f u l l / p o s t e d ;  
p r i c e s 0 The r e a l i z a t i o n  o f  th e  f u l l  p o s t e d  p r i c e s  by NIOC i n  th e  
m arke ts  was n o t  p o s s i b l e  a t  th e  tim e as th e  ' r e a l i z e d  p r ic e *  o f
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s i m i l a r  o i l  was c o n s id e r a b ly  lo w e r 0 F u r th e rm o re ,  any d i s c o u n t  by th e
NIOC on s a l e s  would have m eant c o n s id e r a b l e  r e d u c t i o n  i n  th e
governm ent * s rev en u es  0
But NIOC, as m en t io n ed  b e f o r e ,  a l r e a d y  had commitments to  
s e l l  o i l  to  th e  Id e m i ts u  Company o f  J a p an  and th e  Supor Company 
i n  I t a l y 0^ The I r a n i a n  d e l e g a t i o n ,  and e s p e c i a l l y  Mr„ B a y a t ,
NIOC’ s Managing D i r e c t o r ,  t r i e d  to  a r r a n g e  d e l i v e r i e s  o f  a c e r t a i n  
amount 6 f  c ru d e  o i l  from  th e  c o n so r t iu m  so t h a t  th e  N a t io n a l  O i l  
Company cou ld  s ta n d  by i t s  p r e v io u s  a g re e m e n ts 0 T h is  i s s u e  was 
r a i s e d  a g a in ,  even a f t e r  th e  s ig n i n g  o f  t h e  c o n s o r t iu m  ag re e m e n t .
On December 9 th  1954, Mrn H enderson , t h e  A m erican Ambassador i n  
I r a n ,  s e n t  a  t e l e g ra m  to  th e  S e c r e t a r y  o f  S t a t e ,  i n  w hich he
communicated h i s  u n d e r s t a n d in g  o f  th e  NIOC’ s demand w i th  r e s p e c t
. 8to  t h i s  i s su e o
oWhile o r i g i n a l  c o n t r a c t  be tw een  I r a n  and Supor 
a p p e a rs  to  have  b e e n  l o o s e l y  worded., I r a n  Government 
has  c o n s i s t e n t l y  i n s i s t e d  t h a t  i f  com m itted  p r o v id e
o i l  th e re u n d e ro  M oreover we in fo rm ed  t h a t
im plem en ting  ag reem en ts  be tw een  NIOC and P la n  
O r g a n iz a t io n  on one hand and p r i v a t e  - I t a l i a n  f i rm s  on 
b e h a l f  o f  Supor on th e  o t h e r  hand have  c a l l e d  
s p e c i f i c a l l y  f o r  payment in  c ru d e  o i l  w i th  no 
a l t e r n a t i v e  f o r  payments i n  s t e r l i n g  o r  o t h e r  
c u r r e n c y .
There  i s  no doub t I r a n  Government u n d e r s t a n d s  t h a t  
d e l i v e r y  o f  c ru d e  o i l  a t  p r i c e  l e s s  th a n  p o s te d  
p r i c e s  w i l l  r e s u l t  n e t  l o s s  to  I r a n  i n  view 
c o n so r t iu m  u n d e r ta k in g  a c c e p t  a l l  " r o y a l t y 1’ c rude  
a t  f u l l  p o s te d  p r i c e 0 A side  c la im  t h a t  I r a n i a n  
Government n e v e r t h e l e s s  com m itted  to  d e l i v e r y  o i l  
to  I t a l y  (which o f  c o u rse  th ey  have  r i g h t  to  w i t h i n  
" r o y a l t y  o i l "  q u o ta )  we b e l i e v e  main j u s t i f i c a t i o n  
from  I r a n i a n  and p a r t i c u l a r l y  NIOC v ie w p o in t  l i e s  i n  
d e te r m in a t io n  to  engage i n  i n t e r n a t i o n a l  o i l  s a l e s  on 
t h e i r  own a c co u n t  i n  o r d e r  to  g a in  e x p e r i e n c e  and 
p r e s e n t  im p re s s io n  I r a n  o i l  e x p o r t  i s  n o t  s .o le ly  i n  
th e  hands o f  c o n s o r t iu m 0
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T here  some i n d i c a t i o n  d e c i s i o n s  r e - p r o c e e d in g  w i th  
o i l  d e l i v e r i e s  I t a l y  unde r  Supor c o n t r a c t  was made 
a t  t im e  when some I r a n i a n s  were under  im p re s s io n  
s p e c i a l  a r ra n g e m e n ts  would be made by c o n s o r t iu m  to  
p e rm i t  I r a n  m ee t in g  e x i s t i n g  commitments o v e r  and 
above " r o y a l t y  o i l "  c l a u s e .  In  o t h e r  words I r a n i a n  
Government a p p e a rs  t o  have  e x p e c te d  t h a t  such  o i l  
s a l e s  would have p ro v id e d  revenue  i n  a d d i t i o n  to  
t h a t  d e l i v e r e d  from c o n s o r t iu m  o p e r a t i o n s .  T h is  
may e x p l a i n  f a c t  t h a t  no a l t e ? : n a t i v e  method o f  
payment ( L e . ,  i n  s t e r l i n g )  was p r o v id e d  i n  
c o n t r a c t s .  H endersono"
As c o n s o r t iu m  members w ere  f i r m ly  a g a i n s t  any p r o v i s i o n s  
unde r  w hich  NIOC c o u ld  c o n t in u e  i t s  m a rk e t in g  o p e r a t i o n s ,  th e  
I r a n i a n  s id e  f u r t h e r  a g re e d  to  u n d e r ta k e  no more m a rk e t in g  
commitments on t h e i r  own i f  th e y  g o t  enough o i l  f o r  p r e v io u s  
a rra n g e m e n ts  w i th  t h e  I t a l i a n  and J a p a n e s e  f i r m s .  But even t h i s  
compromise was n o t  s a t i s f a c t o r y  f o r  th e  c o n s o r t iu m  members, The 
a rran g em en t  which was e v e n t u a l l y  a g re e d  by b o th  p a r t i e s  was f o r  
NIOC to  o b t a i n  r e f i n e d  p r o d u c t s  from  th e  c o n s o r t iu m  on th e  b a s i s  
o f  exchange w i th  c rude  o i l  w hich  NIOC was e n t i t l e d  to  u n d e r  
‘ S t a te d  Payment* ( r o y a l t y  o i l ) .  Each u n i t  o f  r e f i n e d  p r o d u c t  was 
c a l c u l a t e d  as  K 2  u n i t s  o f  c ru d e  o i l ,  NIOCf s s a l e s  b a s e d  on th e  
p o s te d  p r i c e ,  as m en tio n ed  b e f o r e ,  were n o t  p o s s i b l e  u n d e r  th e  
m a rk e t in g  c o n d i t i o n s  o f  t h e  t im e .  Hence o i l  s a l e s  o f  th e  N a t io n a l  
O i l  Company to  J a p a n e s e  and I t a l i a n  p a r t i e s  d id  n o t  l a s t  more th a n  
a few m onths .  T h is  was m a in ly  b e c a u se  i n  t h e i r  y e a r l y  round of  
n e g o t i a t i o n s ,  NIOC c o u ld  n o t  a g re e  to  th e  p r e v io u s  d i s c o u n t s  
r e q u e s t e d  by th e s e  com pan ies .
C onso rtium  m embers, s i m i l a r l y ,  r e f u s e d  to  a l lo w  NIOC to  o b t a i n  
any amount o f  r e f i n e d  p e t r o le u m  p ro d u c t s  o u t  o f  Abadan r e f i n e r y  a t  
c o s t  f o r  i t s  m a rk e t in g  o u t s i d e  I r a n Q The N a t io n a l  O i l  Company was
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n o t  even g iv e n  th e  r e s p o n s i b i l i t y  o f  s u p p ly in g  t h e  b u n k e r  f u e l  
needed  f o r  t a n k e r s  a t  any o i l  t e r m in a l s  o f  t h e  c o u n try  ( i n c l u d in g  
any f u t u r e  lo a d in g  p o r t s  i n  I r a n ) „ ^  N e e d le ss  to  s a y s I r a n i a n  
d e l e g a t e s  t r i e d  h a rd  to  o b t a i n  f o r  NIOC th e  r e s p o n s i b i l i t y  o f  
s u p p ly in g  b u n k e r  o i l  a t  I r a n i a n  p o r t s 0 But t h e  c o n s o r t iu m  
members d id  n o t  a g re e  to  th a t*  and a rgued  t h a t  b u n k e r  o i l  must 
be  t r e a t e d  as e x p o r t  o f  o i l ,  i n  which NIOC had d e l e g a t e d  i t  
r e s p o n s i b i l i t i e s  to  th e  consortium ,, * ^
C o n tro l  o f  th e _ 0 1 1 O p e ra t io n s  i n  I  ren­
i n  th e  p r e v io u s  s e c t i o n  we d i s c u s s e d  how th e  r o l e  o f  NIOC 
w i th  r e g a r d  to  i n t e r n a t i o n a l  m a rk e t in g  was changed  as a r e s u l t  
o f  th e  c o n s o r t iu m  a g re e m e n t .  But th e  N a t io n a l  O i l  Company’ s 
i n t e r n a t i o n a l  m a rk e t in g  was o n ly  p a r t  o f  th e  w ide  r a n g in g  
r e s p o n s i b i l i t i e s  w hich  were e n t r u s t e d  to  t h e  company by i t s  
c o n s t i t u t i o n .  The N a t io n a l  I r a n i a n  O i l  Company was made 
r e s p o n s i b l e  f o r  e x p l o r a t i o n ,  p r o d u c t io n  and r e f i n i n g  o i l  i n  I r a n .  
The I r a n i a n  n e g o t i a t i n g  team a t  th e  e a r l y  d i s c u s s i o n s  w i th  th e  
c o n s o r t iu m  p ro p o se d  t h a t  NIOC sh o u ld  e x e r c i s e  t h i s  r i g h t  which 
meant c o n t r o l  o f  a l l  o i l  o p e r a t i o n s  i n  I ra n ^  A lso  any new 
o r g a n i z a t i o n  was r e q u i r e d  to  become an ’ a g e n t 1 o f  th e  NIOC o r  
th e  governm ent.
The c o n s o r t iu m  members w ere  t o t a l l y  opposed to  t h i s  a r r a n g e ­
m ent. They wanted t o t a l  c o n t r o l  over  a l l  o p e r a t i o n s  from  th e  w e l l ­
head  to  th e  lo a d in g  t e r m i n a l s .  The c o n s o r t iu m  b e l i e v e d  t h a t  t h i s  
was th e  s t a n d a r d  a r ra n g e m e n t  i n  a l l  t h e  o t h e r  o i l  p ro d u c in g
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c o u n t r i e s ,  and any change i n  th e  I r a n i a n  c a se  c o u ld  b r i n g  ab o u t
s i m i l a r  demands from  o t h e r s „ The I r a n i a n  s id e  a rg u e d  t h a t
NIOC, u n l ik e  s i m i l a r  o r g a n i z a t i o n s  i n  o t h e r  c o u n t r i e s , was
c a p a b le  o f  h a n d l in g  th e s e  o p e r a t i o n s s and s u g g e s te d  t h a t  NIOC be
a llow ed  a t  l e a s t  to  p a r t i c i p a t e  i n  th e  o r g a n i z a t i o n  w hich was
g iv e n  t h i s  r e s p o n s i b i l i t y  -  a s u g g e s t io n  w hich was even a c c e p te d
by th e  S tokes*  m is s io n  d u r in g  n e g o t i a t i o n s  w i th  th e  A n g lo - I r a n ia n
O il  Company,, But th e  e f f e c t i v e  c o n t r o l  o v e r  a l l  o p e r a t i o n s  was
12what th e  c o n s o r t iu m  w a n te d 0
The a rra n g e m e n t  w hich was e v e n t u a l l y  a g re e d  upon was t o  form  
two companies i n  London ~ I r a n i a n  O il  P a r t i c i p a n t s  and I r a n i a n  O i l  
S e rv ic e s o  The fo rm er  was t h e  h o ld in g  company (h o ld in g  th e  s h a re s  
o f  c o n s o r t iu m  members) r e s p o n s i b l e  f o r  th e  d e t e r m i n a t i o n  o f  t o t a l  
p r o d u c t i o n ,  l e v e l  o f  r e q u i r e d  in v e s tm e n t  and o t h e r  g e n e r a l  p o l i c i e s  
o f  th e  I r a n i a n  o i l  c o n s o r t iu m . ' I r a n i a n  O i l  S e r v ic e s  was g iv en  th e  
jo b  o f  o r g a n i z in g  a l l  th e  m a in ten an ce  work f o r  o i l  o p e r a t i o n s  i n  
I r a n  w i th  r e g a r d  to  b o th  equ ipm ent ..and, p e r s o n n e l  0 Two o t h e r  
companies ( o p e r a t i n g  com panies) were a l s o  fo rm ed , b o th  o f  them 
r e g i s t e r e d  i n  I r a n  and i n c o r p o r a t e d  unde r  th e  laws o f  th e  N e th e r ­
la n d s  -  t h e  E x p l o r a t i o n  and P ro d u c in g  Company and th e  R e f in in g  
Company, w hich had  a l l  t h e  r i g h t s  and .powers to  c a r r y  o u t ,  w i t h i n  
th e  term s o f  a g re e m e n t ,  on b e h a l f  o f  I r a n  and th e  N a t io n a l  I r a n i a n  
O i l  Company, a l l  o p e r a t i o n s  r e l e v a n t  to  e x p l o r a t i o n ,  p r o d u c t io n  and 
r e f i n i n g  o f  c rude  o i l  i n  th e  a r e a ,  I*t was a g re e d  t h a t  th e  b o a rd  o f
* R ic h a rd  S to k e s ,  th e  Lord P r iv y  S e a l ,  h eaded  a m is s io n  to
I r a n  to  d i s c u s s  a. p o s s i b l e  s o l u t i o n  a f t e r  th e  n a t i o n a l i z a t i o n  
o f  AI0Co
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d i r e c t o r s  o f  each  company s h o u ld  c o n s i s t  o f  seven  members, two
of  them nom ina ted  by NIOC* F u r th e rm o re ,  i n  one o f  th e  l e t t e r s
o f  u n d e r s t a n d in g  which was s ig n e d  by b o th  p a r t i e s  t o g e t h e r  w i th
th e  a g re e m e n t ,  i t  was i n d i c a t e d  t h a t  th e  c o n s o r t iu m  would choose
15one I r a n i a n  d i r e c t o r  f o r  each  o f  t h e s e  o p e r a t i n g  c om pan ies ,■
As f o r  m a rk e t in g  o f  I r a n i a n  o i l ,  each  c o n s o r t iu m  member 
formed a t r a d i n g  company to  p u rc h a s e  from  NIOC c ru d e  o i l  
p roduced  by th e  e x p l o r a t i o n  and p ro d u c in g  company a c c o rd in g  to  
i t s  s h a r e  i n  th e  c o n s o r t iu m  f o r  th e  p u rp o se  o f  e x po rt , ,  These 
t r a d i n g  companies were r e g i s t e r e d  i n  I r a n ,  and had  th e  same 
n a t i o n a l i t y  as t h a t  o f  t h e  c o n s o r t iu m  member by w hich  i t  was 
no m in a te d ,  u n l e s s  such c o n s o r t iu m  member c o n s id e r e d  t h a t  t a x  o r  
f o r e i g n  exchange r e q u i r e m e n ts  o u t s i d e  I r a n  made a n o th e r  
n a t i o n a l i t y  d e s i r a b l e . ^
NIOC's r o l e  i n  th e  o p e r a t i o n s  o f  th e  two companies 
r e s p o n s i b l e  f o r  e x p l o r a t i o n ,  p r o d u c t io n  and r e f i n i n g  o f  c rude  o i l  
i n  I r a n  was l i m i t e d  to  1 s u p e r v i s i o n ' 0 The ag reem en t  c l e a r l y  
i n d i c a t e d  t h a t  t h i s  s u p e r v i s io n  by th e  N a t io n a l  O i l  Company was 
w i th  r e g a r d  to  what i s  known as  ’ good o i l  p r a c t i c e '  c a r r i e d  o u t  
by th e  above com pan ies .  The s u p e r v i s io n  d id  n o t  in c lu d e  NIOC's 
p a r t i c i p a t i o n  in  any c r u c i a l  d e c is io n -m a k in g  by th e  
c o n s o r t iu m , such  as d e te rm in in g  th e  l e v e l  o f  c ru d e  o i l  
p r o d u c t i o n  o r  r r e f i n e r y  th ro u g h p u t .  NIOCf s i m i l a r l y , had  no r o l e  
i n  th e  o p e r a t i o n s  o f  t r a d i n g  companies a b ro a d .
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The t o t a l  q u a n t i t y  o f  c ru d e  o i l  to  be  p ro d u ced  by th e
* *7companies a c c o r d in g  to  t h e  c o n so r t iu m  agreem en t was
(a) th e  q u a n t i t y  r e q u i r e d  to  meet NI0Cf s r e q u i r e m e n ts  f o r
p e t ro le u m  p r o d u c t s  f o r  i n t e r n a l  consum ption  i n  I r a n ,  (b) th e
q u a n t i t y  ( i f  any) r e q u i r e d  to  p r o v id e  NIOC w i th  c ru d e  o i l  i n
k in d  i n s t e a d  o f  ’ S t a t e d  P a y m e n t a n d  (c) th e  q u a n t i t y  r e q u i r e d
b.y th e  t r a d i n g  companies as  d e te rm in e d  by them.
The c o n s o r t iu m  agreem en t red u c e d  th e  r o l e  o f  NIOC to  a
s u p e r v i s o r y  body w i th  no c o n t r o l  o v e r  th e  o i l  o p e r a t i o n s  i n  I r a n .
NIOC’ s e f f e c t i v e  c o n t r o l  i n  th e  c o n so r t iu m  a r e a  c o n c e rn e d  o n ly
18s o - c a l l e d  ’n o n - b a s i c  o p e r a t i o n s * .  But as we m en tio n ed  b e f o r e ,  
i t  was e x tre m e ly  d i f f i c u l t  f o r  th e  N a t io n a l  O i l  Company to  f i n d  
a d e q u a te  o u t l e t s  f o r  I r a n i a n  o i l  a t  th e  t im e .  To s u b s t a n t i a t e  
t h i s  p o i n t  f u r t h e r ,  p a r t  o f  th e  te s t im o n y  o f  Mr. Howard Page w i th  
r e g a r d  to  th e  fo rm a t io n  o f  t h e . c o n s o r t i u m  and i t s  r o l e  i s  g iv e n
h e r e : 19
SENATOR CHURCH: to .o  oWhat i f  t h e r e  had b een  no 
c o n s o r t iu m  a t  a l l ,  w hat r e s t r a i n t  
would t h e r e  have b e e n  on th e  Shah to  
i n c r e a s e  p r o d u c t io n ?
*  C OO
MR. PAGE: T e r r i f i c ,  b e c au se  th e y  would have v e ry  
l i t t l e  o u t l e t c
SENATOR CHURCH: You mean th ey  had  to  m ark e t  th ro u g h
y o u r  system ?
MR0 PAGE: I f  th e y  were go ing  t o  g e t  th e  b i g  
o u t l e t  c e r t a i n l y ,  I  mean, b e c a u se  we 
had  th e  t a n k e r s ,  we had  th e  r e f i n e r i e s  
we had  th e  m a r k e t in g ,  t a k in g  a l l  t h e s e  
companies t o g e t h e r 0
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SENATOR CHURCH:
MR. PAGE:
SENATOR CHURCH:
MR. PAGE:
SENATOR CHURCH:
R ig h t ,  and i f  a l l  t h o s e  companies 
had  n o t  been  t o g e t h e r  i n  a con­
s o r t  ium, b u t  i f  th e y  w ere  i n d i v i d u a l l y  
b id d in g  f o r  I r a n i a n  o i l ,  t h e  s i t u a t i o n  
would have b een  q u i t e  d i f f e r e n t ,  
w ou ldn’ t  i t ?
Y es, q u i t e  d i f f e r e n t .  We w ou ldn’ t  
have  l i f t e d  any . I  mean, remember 
t h a t  we had  a c o n c e s s io n  t h a t  was a b le  
to  su p p ly  a l l  t h e s e  r e q u i r e m e n ts  
(S aud i  A ra b ia n  c o n c e s s io n )  and we knew 
when we went i n t o  th e  c o n s o r t iu m  t h a t  
as  a b u s in e s s  d e a l ,  a  s t r a i g h t  b u s in e s s  
d e a l  i t  was f o r  th e  b i r d s .  I  mean i n  
o t h e r  w ords ,  we had  to  spend money f o r  
c a p a c i ty  and r e s e r v e s  t h a t  we a l r e a d y  
had and had f r e e l y  a v a i l a b l e ,  so we l o s t  
money on e v e ry  b a r r e l 0 I  mean, once 
we were t h e r e ,  o f  c o u r s e ,  th e n  you 
d i d n ’ t  l o s e  money on e v e ry  b a r r e l  
e x c e p t  o f  c o u rse  you had  to  pay f o r  
r e s e r v e s ,  but. th e  p o i n t  was t h a t  we went 
i n  t h e r e  a s ,  to  save  t h e  s i t u a t i o n ,  and 
i t  was i n  th e  i n t e r e s t  o f  t h e  U n i ted  
S t a t e s  and B r i t a i n  a t  t h a t  t i n e .
I t  i s  t r u e  t h a t  p r i o r  to  th e  r e t u r n  o f  
th e  Sliah t h e r e  had b e e n  a v e ry  e f f e c t i v e  
b o y c o t t  a g a i n s t  I r a n i a n  o i l  and from 
th e  s t a n d p o i n t  o f  Exxon i t  may v e ry  w e l l-  
have  been  to  yo u r  company’ s a d v a n ta g e  to  
have  ta k e n  no o i l  u n d e r  any o t h e r  a r r a n g e ­
m en ts ,  b u t  what a b o u t  o t h e r  in d e p e n d e n t  
o i l  companies? Do you t h i n k  had  t h e r e  
n o t  been  t h i s  c o n s o r t iu m  t h a t  th e y  would 
n o t  have been  i n t e r e s t e d  i n  b id d in g  f o r  
I r a n i a n  o i l ?
There  were v e ry  few t h a t  had  any o u t l e t  
w o r th  m e n t io n in g .  I  mean by t h a t  l e t ’ s 
say  a t  t h a t  t im e  t h e r e  w ere  p ro b a b ly  
15 p e r  c e n t  o f  th e  e n t i r e  m ark e t  was 
s h a re d  by companies t h a t  w ere  n o t  among 
th e  m ajo rs  t h a t  went i n t o  th e  a r e a .
A ren ’ t  you s a y in g ,  Mr0 P ag e , t h a t  th e  
Shah had to  d e a l  w i t h  you i f  he was 
g o ing  to  m arke t  h i s  o i l ,  s i n c e  th e  m ajo rs  
d id  dom inate  w o r ld  m ark e ts  to  th e  d e g re e  
t h a t  o th e r w is e  I r a n  m igh t  o n ly  have  s o ld  
abou t  15 p e r  c e n t  o f  i t s  p r o d u c t  to  
in d e p e n d e n t  companies?
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MRo PAGE: I n  a se n se  *- I  don’ t  know abou t  y o u r
word ’ d o m in a te ’ o The p o i n t  i s  we had 
th e  o u t l e t s  f o r  th e  o i l o
To sum up , th e  c o n s o r t iu m  o f  m ajor  i n t e r n a t i o n a l  o i l  
companies was formed w i th  th e  h e lp  o f  th e  US D epartm en t o f  S t a t e  
t o  r e - i n t e g r a t e  I r a n i a n  o i l  i n t o  th e  w orld  m a r k e tQ The c o n s o r t iu m  
members o n ly  a g re e d  to  do t h i s  i f  th e y  were g iv e n  f u l l  c o n t r o l  
over  a l l  o i l  o p e r a t i o n s  i n  I ran ,.  On th e  o t h e r  h a n d ,  th e  I r a n i a n  
governm ent, anx ious  t o  o b t a i n  o i l  rev e n u e s  to  th e  a b le  to  d e a l  
w i th  u r g e n t  economic p ro b le m s ,  had  to  a g re e  w i th  th e  term s o f  th e  
c o n so r t iu m  members. As a r e s u l t ,  th e  e f f e c t i v e  powers and 
r e s p o n s i b i l i t i e s  o f  th e  N a t io n a l  I r a n i a n  O i l  Company w i th  r e g a r d  to  
o i l  o p e r a t i o n s  o f  th e  fo rm er  AIOC, to  w hich i t  was e n t i t l e d  under  
th e  n a t i o n a l i z a t i o n  law and i t s  c o n s t i t u t i o n ,  w ere  d e le g a te d  to  
th e  c o n s o r t iu m  members. T h is  red u c e d  th e  r o l e  o f  t h e  N a t io n a l  O i l  
Company to  m ere ly  n o n - b a s i c  o p e r a t i o n s ,  and was a t u r n i n g  p o i n t  i n  
th e  h i s t o r y  o f  NIOC.
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CHAPTER V I
EARLY ACTIVITIES OF THE NATIONAL IRANIAN OIL 
COMPANY AFTER THE CONSORTIUM AGREEMENT
As m en tioned  i n  th e  p r e v io u s  c h a p te r ,  th e  r o l e  o f  th e  
N a t io n a l  I r a n i a n  O il  Company was c o n s id e r a b ly  changed  a f t e r ' t h e  
c o n s o r t iu m  ag reem en t .  However, th e  t a s k  o f  d i s t r i b u t i o n ,  s a l e s  
and p r i c i n g  o f  o i l  p r o d u c ts  th ro u g h o u t  I r a n  was l e f t  to  NIOC, To 
su p p ly  p e t r o le u m  p r o d u c t s  to  I r a n ’ s w id e ly  s c a t t e r e d  c e n t r e s  o f  
p o p u l a t i o n  x<ras n o t  an e a sy  j o b ,  A par t  from  r e s p o n s i b i l i t y  f o r  
d o m es t ic  m a r k e t in g ,  th e  company was h a n d l in g  a l l  th e  un o n - b a s i c M 
a c t i v i t i e s  i n  c o n n e c t io n  w i th  o i l  p r o d u c t io n  and r e f i n i n g  w i t h in  
th e  c o n s o r t iu m  ag reem en t  a r e a .  But i n t e r n a t i o n a l  a c t i v i t i e s  o f  
th e  company were n o t  p r o g r e s s i n g ,  as NIOC had  no c rude  o i l  
p r o d u c t io n  a p a r t  from th e  ICermanshah f i e l d ,  w hich  was u sed  f o r  
i n t e r n a l  consum ption . In  t h i s  c h a p te r  we d i s c u s s  th e  n a tu r e  o f  
NIOC’ s r o l e  i n  th e  s o - c a l l e d  "non -bas ic ."  o p e r a t i o n s ,  th e  b ack ­
ground and changes w hich th e  p e t ro le u m  a c t  o f  1957 b r o u g h t  a b o u t ,  
and th e  f i r s t  a t t e m p ts  o f  th e  N a t io n a l  O i l  Company to  e n t e r  i n t o  
j o i n t  v e n tu r e  ag reem en ts  f o r  p r o d u c t io n  and m a rk e t in g  o i l  o u t s i d e  
th e  c o n s o r t iu m  a r e a ,
N o n -b a s ic Ope r a t i o n s  o f  NIOC
As m en tioned  above , th e  o i l  ag reem en t be tw een  the  
governm ent o f  I r a n  and th e  c o n so r t iu m  o f  o i l  com pan ies ,  gave NIOC 
th e  t a s k  o f  n o i l -b a s ic  o p e r a t i o n s  w i t h i n  the  ag reem en t  a r e a .  
A r t i c l e  17 o f  th e  ag reem en t  s t a t e s  t h a t  "NIOC s h a l l  p e r fo rm  and 
c a r r y  o u t  n o n - b a s i c  o p e r a t i o n s  w i th  due r e g a r d  to  economy and
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e f f i c i e n c y  and i n  such  a manner as to  m eet th e  r e a s o n a b le  
r e q u i r e m e n ts  o f  th e  o p e r a t in g  com panies” 0V In  t h i s  ag re e m e n t ,  
th e  term  " n o n - b a s ic  o p e r a t i o n s ” i s  c l e a r l y  s t a t e d  to  i n c l u d e :  
H ousing e s t a t e s
M ain tenance  o f  ro ad s  used  by th e  p u b l i c  
M ed ica l  and h e a l t h  s e r v i c e s
O p e ra t io n  o f  food  su p p ly  system s o f  c a n te e n s ,  r e s t a u r a n t s  
and c l o t h i n g  s t o r e s  
I n d u s t r i a l  and t e c h n i c a l  t r a i n i n g  and e d u c a t io n  
G uard ing  o f  p r o p e r t y  
W elfa re  f a c i l i t i e s  
P u b l i c  t r a n s p o r t
Communal w a te r  and e l e c t r i c i t y  s u p p l i e s  
O the r  p u b l i c  s e r v i c e s
Such f u r t h e r  s e r v i c e s  as may be a g re e d  upon be tw een  
NIOC and r e l e v a n t  o p e r a t i n g  company
The t r a n s f e r  o f  a l l  t h e s e  o p e r a t io n s  to  th e  n a t i o n a l  o i l
company was p h a se d  ove r  s e v e r a l  y e a r s ,  and was com ple ted  by 1963,
more th an  e i g h t  y e a r s  a f t e r  th e  c o n so r t iu m  ag reem en t  was s ig n e d .
The o p e r a t i n g  c o s t s  o f  th e s e  a c t i v i t i e s  were p a y a b le  by th e
c o n s o r t iu m  companies . t o  such e x t e n t  as i s  r e a s o n a b le  h a v in g
r e g a r d  to  th e  c o s t s  a c t u a l l y  i n c u r r e d  and to  th e  approved
3o p e r a t in g  e x p e n s e s " .  The c a p i t a l  r e q u i r e d  f o r  n o n - b a s ic
o p e r a t io n s  was to  be p r o v id e d  by NIOC and th e  o p e r a t i n g  companies
i n  e q u a l  s h a r e s .  In  1962 th e  n o n - b a s i c  s e r v i c e s  p ro v id e d  by
NIOC i n c l u d e d : 4
'  6 ,700  ho u ses  f o r  s t a f f  and 19,000 houses  f o r  d a i l y  r a t e s  
employees l o c a t e d  i n  t e n  m ajo r  c e n t r e s  
955 h o s p i t a l  beds  i n  5 h o s p i t a l s ,  a ne tw ork  o f  ove r  40 
c l i n i c s  and s u p p o r t i n g  m ed ic a l  p e r s o n n e l l  o f  more 
th a n  1,900
9 m ajo r  t r a i n i n g  c e n t r e s  r a n g in g  from  a p p r e n t i c e  t r a i n i n g  
shops to  t e c h n i c a l  c o l l e g e s ,  w i th  combined f u l l - t i m e  
s t u d e n t  b o d ie s  o f  over  1,000 
18 com m issa r ie s  and 37 food  d i s t r i b u t i o n  c e n t r e s
23 g u e s t  houses  and p e n s io n s
1,150 men engaged  i n  p r o p e r t y  p r o t e c t i o n  
48 employee c lu b s  and 41 cinema o p e r a t io n s  
M ain tenance  o f  ro'ads used  by th e  p u b l i c  
P u b l i c  t r a n s p o r t
Commercial w a te r  and e l e c t r i c i t y  s u p p l i e s
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I n  o r d e r  to  run  such  an e x te n s iv e  and d i v e r s i f i e d  l i s t  
o f  s e r v i c e s ,  th e  n a t i o n a l  o i l  company had  to  t i e  up a l a r g e  
number o f  s k i l l e d  p e r s o n n e l ,  a group which c o u ld  have  been  u sed  
f o r  d e v e lo p in g  th e  c o u n t r y ’ s o i l  r e s o u r c e s  o u t s i d e  th e  
c o n s o r t iu m  ag reem en t  a r e a .  T h is  was n o t  a m ajo r  p rob lem  b e f o r e  
1960, as  th e  a c t i v i t i e s  o f  NIOC i n  ’'b a s i c "  o p e r a t i o n s  were v e ry  
l i m i t e d .  The P e t ro le u m  Act o f  1957 which l e d  to  th e  s ig n in g  o f  
j o i n t  v e n tu r e  a g re e m e n ts ,  enhanced  th e  r o l e  o f  NIOC i n  th e  
developm ent o f  th e  o i l  r e s o u r c e s  o f  I r a n  o u t s i d e  th e  c o n s o r t iu m  
a r e a .  As a r e s u l t ,  th e  in v o lv e m e n t  o f  a l a r g e  p e r c e n ta g e  o f  
s k i l l e d  p e r s o n n e l  i n  non b a s i c  o p e r a t io n s  was no lo n g e r  
d e s i r a b l e  f o r  t h e  company. But under  th e  c o n s o r t iu m  ag reem en t ,  
NIOC was r e s p o n s i b l e  f o r  such a c t i v i t i e s ,  and th e  o n ly  s o l u t i o n  
was g r a d u a l l y  to  t r a n s f e r  them to  the  r e l e v a n t  governm ent s e c t o r  
and l o c a l  com m un it ies .  T h is  p rom ised  to  red u c e  th e  t o t a l  
number o f  employees ( s e e  T ab le  VI. 1) and f r e e  s c a r c e  m anageria l,  
s k i l l s  f o r  o t h e r  p r o j e c t s .
Why th e  P e t ro leum  Act was I n t r o d u c e d
The c o n so r t iu m  ag reem en t was, i n  e f f e c t ,  v e ry  s i m i l a r  to  
o t h e r  a r ra n g e m e n ts  w hich  m a jo r  o i l  companies had  u n d e r  
c o n c e s s io n a r y  ag reem en ts  w i th  o t h e r  M iddle E a s t  o i l  p r o d u c e r s .  
The m ajo r  d i f f e r e n c e  i n  th e  c a se  o f  I r a n  was t h a t  th e  e n t i r e  
a s s e t s  and o i l  r e s e r v e s  b e lo n g e d  to  th e  n a t i o n ,  and th e  
c o n s o r t iu m  was g iv e n  th e  e x c lu s i v e  and t o t a l  r i g h t  to  use  them 
f o r  th e  p e r i o d  o f  th e  ag reem en t .  O il  rev e n u e s  w ere  b a sed  on a
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50-50 p r o f i t  s h a r in g  m ethod, w hich meant t h a t  th e  n e t  p r o f i t s  
on e x p o r t  sa l.es  o f  I r a n i a n  c rude  o i l  were d iv id e d  e q u a l l y  
betw een  th e  c o n s o r t iu m  and th e  NIOC. In  a d d i t i o n  to  t h i s ,  t h e r e  
was p r o v i s i o n  f o r  th e  r o y a l t y  ( s t a t e d  payment) w hich was f i x e d  
a t  12.5 p e r  c e n t  ( o n e - e ig h th  o f  t o t a l  p r o d u c t i o n ) .  T h is  amount 
was p a y a b le  i n  cash  o r  i n  th e  form o f  c rude  o i l ,  and  was in c lu d e d  
in  th e  50 p e r  c e n t  s h a re  o f  t h e  p ro d u c in g  c o u n t r y .
A f t e r  th e  c o n s o r t iu m  a g re e m e n t’ s r a t i f i c a t i o n  by p a r l i a m e n t  i n  
O c tober  1954, th e  C o n s t i t u t i o n  o f  th e  NIOC was changed a c c o r d in g ly  
i n  o r d e r  to  a l lo w  th e  o p e r a t i n g  companies to  e x e r c i s e  t o t a l  
c o n t r o l  over  th e  o i l  o p e r a t i o n  i n  th e  100,000 s q u a re  m i le s  o f  th e  
c o n s o r t iu m  a g re e m e n t .  T h is  l e f t  NIOC w i th  a p p ro x im a te ly  500 ,000  
sq u a re  m i le s  i n  which to  e x p lo r e  f o r  o i l  b u t  no l e g a l  b a s i s  f o r  
b r in g i n g  i n  new f o r e i g n  p a r t n e r s .  F u r th e rm o re ,  such e x p l o r a t i o n  
a c t i v i t y  would have  r e q u i r e d  l a r g e  sums o f  money w hich th e  
go\ rnment c o u ld  n o t  p r o v id e  b e c a u se  of th e  f i n a n c i a l  l o s s e s  
i n c u r r e d  be tw een  1951 and 1954. The on ly  e x p l o r a t i o n  unde r  way 
which had  s t a r t e d  e a r l i e r ,  was i n  Qum -  s o u th  o f  T eh ran  where o i l  
was d i s c o v e r e d  i n  August 1956 and caugh t  f i r e .  U n f o r t u n a t e l y ,
th e  o i l  d i s c o v e r e d  was n o t  i n  s u f f i c i e n t  q u a n t i t i e s  to  
j u s t i f y  l a r g e - s c a l e  developm ent o f  t h i s  f i e l d .  C o n se q u e n tly ,
NIOC was l e f t  w i th  l i t t l e  o i l  p r o d u c t io n  o f  i t s  own f o r  i n t e r ­
n a t i o n a l  m a r k e ts .  The o n ly  a l t e r n a t i v e  was t h a t  o f  f i n d i n g  a 
p a r t n e r  t o  i n v e s t  i n  e x p l o r a t i o n  and deve lopm ent as  w e l l  as a s s i ­
s t a n c e  i n  m a r k e t in g .  The government, f u l l y  r e a l i z i n g  t h i s  p o i n t ,  
i n t r o d u c e d  th e  P e t ro le u m  A ct o f  1957, which c r e a t e d  th e  l e g a l  
framework f o r  th e  n a t i o n a l  o i l  company to  e n t e r  i n t o  j o i n t  
v e n tu r e s  and c o n t r a c t  ag reem en ts  w i th  f o r e i g n  o i l  com panies .
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The 'P e t r o leum Act 1957
The p u rp o se  o f  th e  P e t ro le u m  Act was t o  expand as  r a p i d l y  
as p o s s i b l e  th e  e x p l o r a t i o n  and e x t r a c t i o n  o f  p e t r o le u m  through™ 
o u t  th e  c o u n try  and th e  c o n t i n e n t a l  s h e l f  o u t s i d e  th e  c o n s o r t iu m  
a r e a ,  and to  deve lop  a r e f i n i n g  and t r a n s p o r t a t i o n  n e tw o rk  f o r  
m a rk e t in g  t h i s  o i l ,  both, i n  I r a n  and a b r o a d .5 NIOC was empowered 
to  e n t e r  i n t o  any ag reem en t which I t  deemed a p p r o p r i a t e  w i th  any 
p e r s o n  w h e th e r  I r a n i a n  o r  f o r e i g n ,  p ro v id e d  t h a t  such  a s t e p  
w m  t in t  c o n t r a r y  to  th e  laws o f  th e  c o u n t r y .^  NIOC was to  h o ld  a 
minimum o f  30 p e r  c e n t  ow nersh ip  i n t e r e s t  i n  any j o i n t  
v e n tu r e s  formed w i th  f o r e i g n  o i l  com panies . . The a r e a  
a l l o c a t e d  to  any such  j o i n t  v e n tu r e s  co u ld  n o t  ex ceed  i n  any one 
d i s t r i c t  a n d .a n y  t im e  |6 ,0 0 0  sq u a re  k i l o m e t r e s ,  and a t  l e a s t  h a l f
g
o f  t h a t  had to  be r e t u r n e d  a f t e r  t e n  y e a r s .  The governm ent 
was n o t  a  p a r t y  to  t h e s e  a g re e m e n ts ,  b u t  A r t i c l e  2 o f  th e  a c t  
r e q u i r e d  t h a t  NIOC m ust p r e s e n t  th e  d e t a i l s  o f  such ag reem en ts  
to  th e  C a b in e t  f o r  a p p r o v a l ,  a f t e r  which i t  would be  p r e s e n t e d  
to  p a r l i a m e n t .
As f o r  th e  f i n a n c i a l  a rra n g e m e n ts  g o v e rn in g  such  j o i n t
v e n t u r e s ,  rh e  P e t ro le u m  Act l a i d  down c e r t a i n  an n u a l  r e n t a l s
p a y a b le  t o  NIOC. These r e n t a l  payments co u ld  be  in c lu d e d  among
o p e r a t in g  c o s t s  u n t i l  such tim e as income t a x  l i a b i l i t y  o f  th e
o p e r a t o r  i n  any t a x a t i o n  p e r i o d  exceeded  o r  e q u a l l e d  th e  r e n t a l  
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paymento The e x p l o r a t i o n  c o s t  would be p a id  by th e  p a r t n e r ,  and
would be  r e c o v e r e d  on ly  i f  o i l  was found i n  com m ercial q u a n t i t i e s .  
Development c o s t s  would be  s h a re d  be tw een  NIOC and th e  f o r e i g n  
p a r t n e r  a c c o r d in g  t o  t h e i r  e q u i t y  h o l d i n g s .  I n  th e  c a se  o f  o i l
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d i s c o v e r y ,  o n ly  h a l f  o f  th e  o i l  would b e lo n g  to  th e  p a r t n e r  
f o r  w hich he was r e q u i r e d  to  pay 50 p e r  c e n t  income t a x .  NIOC’ s 
s h a re  o f  c ru d e  c o u ld  be m ark e te d  by th e  f o r e i g n  p a r t n e r , ^
The F i r s t  Group o f  J o i n t  V e n tu re  Agreements
The f i r s t  o f  th e  j o i n t  v e n tu r e  ag reem en ts  was s ig n e d  by NIOC 
i n  August 1957, l e s s  th a n  a month a f t e r  th e  r a t i f i c a t i o n  o f  th e  
P e t ro le u m  A c t ,  w i th  AGIP M in e r a r i a  o f  I t a l y .  T h is  company was to  
spend a minimum o f  $22 m i l l i o n  on e x p l o r a t i o n .  I n  th e  case  of 
com m ercial d i s c o v e r y ,  AGIP and NIOC were t o g e t h e r  to  form a 
p a r t i a l l y  i n t e g r a t e d  v e n tu r e  c a l l e d  th e  S o c i e t e  I r a n - I t a l i e n n e  
des P e t r o l e s  (STRIP) w i th  th e  c a p i t a l  to  be h e l d  i n  e q u a l  
p r o p o r t i o n s  by th e  two p a r t n e r s .
I n  May 1958, NIOC s ig n e d  th e  second j o i n t  v e n tu r e  agreem ent 
w i th  th e  Pan-Am O il  Company. The 16,000 s q u a re  k i l o m e t r e s  o f  
t e r r i t o r y  u n d e r  t h i s  agreem ent was o f f - s h o r e ,  and th e  f o r e i g n  
p a r t n e r  a g re e d  to  spend  a minimum o f  $82 m i l l i o n  i n  e x p l o r a t i o n  
a c t i v i t i e s .  I n  th e  e v e n t  o f  o i l  d i s c o v e r y ,  th e  I ra n -P a n -A m e r ic a n  
O i l  Company was to  be form ed. The n a t u r e  o f  t h i s  company was 
somewhat d i f f e r e n t  from  SIRIP, as i t  was a n o n - p r o f i t  making 
v e n t u r e .  The o f f t a k e  was to  be o f f e r e d  to  th e  two p a r t n e r s  
e q u a l l y ,  b u t  i f  any o f  th e  p a r t i e s  d e c id e d  to  ta k e  l e s s  th a n  i t s  
e n t i t l e m e n t ,  IPAC was to  m ark e t  such q u a n t i t i e s  on b e h a l f  o f  th e  
p a r t n e r s .
The t h i r d  j o i n t  v e n tu r e  o f  NIOC was w i th  S a p p h ire  P e t ro le u m  
Company o f  Canada i n  1958, T h is  v e n t u r e ,  how ever, p ro v ed  u n s u c c e s s f u l  
and i n  1961 th e  f o r e i g n  p a r t n e r  was fo rc e d  to  w i th d ra w  a f t e r  p ay in g  
com pensa tion  f o r  f a i l i n g  to  f u l f i l  i t s  minimum o b l i g a t i o n s , ^
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In  t h e s e  j o i n t  v e n tu r e  a g re e m e n ts ,  NIOC was r e s p o n s i b l e  
f o r  a  50 p e r  c e n t  s h a re  o f  in v e s tm e n t ,  E x p l o r a t a r j '  and i n i t i a l  
developm ent in v e s tm e n t  was f in a n c e d  by th e  f o r e i g n  p a r t n e r ,  and 
was r e p a i d  when th e  f i e l d  was d e c la r e d  com m erc ia l ,  NIOC 
a s s ig n e d  c ru d e  o i l  to  AGIP and IPAC, th e  two companies which 
found com m ercial q u a n t i t i e s  o f  o i l ,  i n  l i e u  o f  i t s  s h a re  o f  
c a p i t a l  f o r  deve lopm en t.  A l l  f u t u r e  in v e s tm e n t  was p a id  e q u a l ly  
by th e  p a r t n e r s  as i t  o c c u r r e d .  There  was no i n t e r e s t  a p p l i e d  
t o  th e  advances  made by th e  p r i v a t e  p a r t n e r s  f o r  i n i t i a l  
inv es tm en t ,  and a m o r t i z a t i o n  was c a r r i e d  o u t  n o rm a l ly  i n  a t e n  y e a r  
p e r i o d .
Income i n  th e s e  j o i n t  v e n tu r e s  was b a s e d  on each  p a r t n e r ,  
r e c e i v i n g  one h a l f  o f  t h e  p r o d u c t i o n ,  which c o u ld  be d i s p o s e d  o f  
a t  m ark e t  p r i c e .  So NI0CTs p r o f i t  from  h a l f  o f  th e  p r o d u c t io n  was 
h a l f  o f  th e  r e a l i z e d  p r i c e ,  minus h a l f  th e  a c c o u n t in g  o p e r a t i n g  
c o s t .  The f o r e i g n  p a r t n e r  had to  pay income t a x  a t  50 p e r  c e n t  
to  th e  governm en t, b a s e d  on th e  p o s te d  ( t a x  r e f e r e n c e )  p r i c e -  
a f t e r  d e d u c t io n  o f  o p e r a t i n g  c o s t s .  The governm ent r e c e iv e d  
h a l f  ( r e a l i z e d  p r i c e  + \ p o s te d  p r i c e  -  3 /2  c o s t s ) ,  which i s  
e q u a l  to  0 .5  r e a l i z e d  p r i c e  + 0 .2 5  p o s te d  p r i c e  -  0 .7 5  o p e r a t i n g  
c o s t s .
Assuming a r e a l i z e d  p r i c e  o f  $1 .40  and p o s t e d  p r i c e  of $1 ,80  
and a c o s t  and a m o r t i z a t i o n  o f  2 0 / ,  t h i s  g iv e s  a  p e r  b a r r e l  income 
of  $1 .00  to  th e  governm en t. Income f.rom th e  c o n s o r t iu m  b a s e d  on 
th e  same a s su m p t io n ,  would have been  a p p ro x im a te ly  $ 0 .8 0 .  However, 
t h i s  was o n ly  t r u e  i f  NIOC had m ark e ted  a l l  o f  i t s  s h a r e  o f  
p r o d u c t i o n .  A cco rd ing  t o  th e  ag reem en ts  f o r  any c ru d e  which NIOC
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d id  n o t  t a k e  up* and w hich was m arke ted  by th e  f o r e i g n  
p a r t n e r ,  th e  n a t i o n a l  company would n o t  g e t  th e  f u l l  s a l e s  
p r i c e ,  b u t  th e  "h a l f -w a y  p r i c e "  (h a l f -w a y  be tw een  th e  c o s t  o f  
p r o d u c t io n  and th e  s a l e s  p r i c e ) .  I f  a l l  NIOC’ s s h a r e  was 
m ark e ted  by th e  f o r e i g n  p a r t n e r ,  th e  governm ent t a k e  b a s e d  on 
ou r  p r e v io u s  a ssu m p t io n ,  co u ld  drop to  $ 0 .7 0 .  The f i n a n c i a l  
a d v a n ta g e s  o f  t h e s e  o i l  ag reem en ts  c o u ld  m a t e r i a l i s e  o n ly  
i f  NIOC a c t i v t e l y  m ark e ted  i t s  s h a re  o f  o i l  i n  th e  i n t e r n a t i o n a l  
m a r k e t s ,
The im p o r ta n c e  o f  j o i n t  v e n tu r e  ag reem en ts  was t h a t  f o r  th e  
f i r s t  t im e  a f t e r  th e  c o n s o r t iu m  ag reem en t ,  NIOC had  a c c e s s  to  
c o n s id e r a b l e  amounts o f  o i l  f o r  i t s  i n t e r n a t i o n a l  m a r k e t in g .
NIOC’ s s h a re  became s i z e a b l e  by th e  m id~ l9 6 0 1s , i n  c o n t r a s t  to  th e  
e a r l i e r  y e a r s  when t h e r e  was not. enough o i l  p ro d u ced  to  p ro c e e d  w i th  
m a rk e t in g  c ru d e  on i t s  own a c co u n t  ( see  T ab le  b e lo w ) .  NIOC’ s 
p r o d u c t io n  r e f e r r e d  to  i n  t h i s  t a b l e  r e f e r s  to  t h e  N a f t i  
Shah f i e l d ,  which has  n o th in g  to  do w i th  th e  j o i n t  v e n t u r e s .
TABLE V I .2
Ann u a l  P r o d u c t i o n o f  O il  i n  I r a n  1955-1 9 6 5
  “   1,000 b / d ____ ;___
Y ears  C onsortium  NIOC SIRIP IPAC NIOC’ s s h a r e  of
j o i n t  v e n tu r e s
1955 .3 2 6 .0 4 .9 _ -
1956 535.9 5 .2 -
1957 716.8 5 .4 - -
1958 820 .2 5 .2 - -
1959 9 22 .8 5 .2 - -
1960 1 ,0 4 9 .4 ■ 6 .5 _ -
1961 1 ,1 7 1 .8 8 .5 3 .0 0 .4 1.7
1962 1 ,3 0 1 .0 6 .5 6 .2 0 .2 3 .2
1963 1 ,4 4 4 .0 7 .9 14.8 0 .2 7 .5
1964 1 ,659 .7 6 .8 25 .0 3.1 14.0
1965 1 ,8 0 7 .6 7 .6 23 .9 46 .2 35 .0
S ou rce :  N a t io n a l  I r a n i a n  O i l  Company. F ig u re s  w ere  g iv e n  i n
c u b ic  m e tre s  and changed to  b a r r e l s  b a s e d  on 1 b a r r e l  
e q u a ls  0 .15*899 c u b ic  m e t r e s .
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The q u e s t i o n  i s :  Why d id  NIOC n o t  m arke t  i t s  s h a r e  o f
o i l  i n  t h e  j o i n t  v e n tu r e  ag reem en ts  in d e p e n d e n t ly ?  Was i t  
m ere ly  a p rob lem  o f  f i n d i n g  m ark e ts  f o r  t h i s  o i l ,  w i th o u t  
d i s p l a c i n g  c o n s o r t iu m  c ru d e  a t  t h e  same t im e ?? Qr d id  th e  NIOC’ s 
m anagers ,  a f t e r  c o n s id e r in g  a l l  c o s t s  in v o lv e d ,  d e c id e  t h a t  t h e  p e r -  
b a r r o l  revenue  o u t  o f  such  m a rk e t in g  e f f o r t  would n o t  exceed  
what th e  company co u ld  g e t  from a l lo w in g  th e  f o r e i g n  p a r t n e r  
to  l i f t  a l l  th e  p ro d u c t io n ?
I t  i s  a l s o  p o s s i b l e  t h a t  f o r  p o l i t i c a l  r e a s o n s  and r e l a t i o n s  
w i th  o t h e r  OPEC members, th e  governm ent d id  n o t  w ant i t s  s t a t e  o i l  
company a c t i v e l y  to  embark on s e l l i n g  o i l  a t  d i s c o u n t  w h i le  th e  
f o r e i g n  p a r t n e r  co u ld  c u t  p r i c e s  w i th o u t  any em b arrassm en t  to .  
th e  governm ent. F i n a l l y ,  i t  m igh t be a rg u ed  t h a t  NIOC
managers d id  n o t  a t t e m p t  to  p e r s u a d e  th e  governm ent to  a g re e  to  
such  s a l e s ,  e i t h e r  b e c a u se  th e y  d id  n o t  have th e  a d e q u a te  man­
pow er, o r  s im p ly  b e c a u s e  th ey  had  no i n c e n t i v e  f o r  such p r o j e c t s .  
A f t e r  a l l ,  d i s c o u n t in g  co u ld  have  been  done unde r  s p e c i f i c  
c o n d i t io n s  s e t  by  th e  governm en t, and i t  would n o t  have  n o rm a l ly  
shorvn i n  th e  b a r t e r  d e a l s .  As f a r  as th e  d i s p la c e m e n t  of  th e  
c o n s o r t iu m  o i l  was c o n c e rn e d ,  w h e th e r  th e  o i l  was s o ld  by th e  
n a t i o n a l  company o r  by th e  f o r e i g n  p a r tn e r -  *in c o n s o r t iu m  m arke ts ' ,  th e  
e f f e c t  would have  been  th e  same. B e fo re  an sw erin g  some o f  t h e s e  
q u e s t i o n s ,  one must look  a t  NIOC’ s a c t i v i t i e s  i n  th e  1960’ s ,  and
t h i s  i s  what we a t t e m p t  to  do i n  th e  n e x t  c h a p t e r .  The i n t e r -
\
n a t i o n a l  m a rk e t in g  o f  NIOC i n  th is  p e r io d  w i l l  . be a n a ly z e d  in
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view  o f  th e  n a t u r e  of  t h e  w o r ld  p e t ro le u m  m a r k e t „ w hich  was
12b r i e f l y  d i s c u s s e d  b e f o r e .
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C M P  TER V I I
THE NATIONAL IRANIAN OIL COMPANY 
IN THE DECADE OF THE ~1960’ s
Second Group o f  J o i n t  V en tu re  Agreement s
Between 1960 and 1965 no new j o i n t  v e n tu r e  ag reem en t  was 
s ig n e d ,  m a in ly  due to  th e  d i s p u t e  over  b o u n d a r ie s  w i t h i n  th e  
P e r s i a n  Gulf be tw een  I r a n ,  Kuwait and Saudi A rabia*  When th e s e  
d i s p u t e s  were o v e r ,  new a c re a g e  c a m e  on to  th e ,  m ark e t  w hich 
r e s u l t e d  i n  s i x  new j o i n t  v e n tu r e  ag reem en ts  i n  F e b ru a ry  and J u ly  
1965. * Two o f  th e s e  v e n t u r e s ,  namely I r a n i a n  M arin I n t e r n a t i o n a l  
O i l  Company (IMINCO) and Lavan P e t ro le u m  Company (LAPCO) d i s c o v e r e d  
c o n s id e r a b l e  amounts o f  o i l  and s t a r t e d  e x p o r t i n g  by the  l a t e  
1960’ s .  IMINCO was a p a r t n e r s h i p  betw een NIOC 50 p e r  c e n t ,  and 
th e  f o r e i g n  p a r t n e r s  were AGIP, P h i l i p s  P e t ro le u m  Company and O il  
and N a t u r a l  Gas Commission o f  I n d i a ,  each  16.75 p e r  c e n t .  NIOC’ s 
p a r t n e r s  i n  LAPCO were A t l a n t i c  R i c h f i e l d  O il  Company, Murphy O il  
C o r p o r a t io n ,  Sun Oi'l Company and Union O i l  Company, each  h o ld in g
12.5 p e r  c e n t .
The b a s i c  fo rm u la  f o r  th e s e  new v e n tu r e s  was th e  same.
R o y a l ty  was added to  th e s e  ag reem en ts  and th e y  c a r r i e d  p r o v i s i o n s
f o r  b u y -b ac k  p o l i c y .  This  meant t h a t  i f  NIOC d id  n o t  w ish  to  ta k e
its full entitlement of the crude oil produced, The foreign
2p a r t n e r s  were o b l ig e d  to  buy t h i s  back  a t  a h a lfw a y  p r r c e .  There 
were a l s o  p r o v i s i o n s  f o r  i n t e r e s t  on c a p i t a l  w hich th e  company 
p u t  i n  on b e h a l f  o f  NIOC’ s s h a re  o f  developm ent o f  th e  com m ercial 
f i e l d s .
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The governm ent rev e n u e s  were s l i g h t l y  h i g h e r  th a n  i n  th e  
p r e v io u s  j o i n t  v e n tu r e  a r r a n g e m e n ts , as  r o y a l t y  was i n c lu d e d  in . , .  
t h e s e  c a l c u a l t i o n s . The governm ent ta k e  was t h e o r e t i c a l l y  h a l f  o f  
th e  o i l  a t  r e a l i z e d  p r i c e s ,  minus c o s t  p lu s  income t a x  and r o y a l t y  
o u t  o f  th e  f o r e i g n  p a r t n e r s 1 s h a re  o f  p r o d u c t i o n .  At th e  tim e when 
th e s e  ag reem en ts  were s ig n e d ,  governm ent t a k e  from  f o r e i g n  p a r t n e r s  
was |  (P o s te d  P r i c e  — Cost ~ 01125 Po s te d  P r i c e  , 0 .125  P o s te d  P r i c e ) „ 
Based on th e  example o f  th e  p r e v io u s  s e c t i o n ,  i . e .  p o s te d  p r i c e s  p e r  
b a r r e l  o f  $ 1 .8 0 ,  m arke t  p r i c e  o f  $1 .40  and c o s t  and a m o r t i z a t i o n  a t
20 c e n t s ,  governm ent rev e n u e s  would be some $1 .05  p e r  b a r r e l ,  w hich
was abou t  5 c e n ts  h i g h e r  th an  b e f o r e .  This  was a g a in  d iv id e d  i n t o
two p a r t s ,  $0 .60  o u t  o f  s a l e s  o f  i t s  p o r t i o n  o f  c rude  a t  $1 .40  and
$0.45  o u t  o f  t a x in g  th e  f o r e i g n  p a r t n e r .  As w i th  p r e v io u s  c a s e s ,  
th e  f u l l  f i n a n c i a l  b e n e f i t  o f  j o i n t  v e n tu r e s  c o u ld  come on ly  i f  
NIOC was s e l l i n g  i t s  p o r t i o n  a t  m ark e t  p r i c e s .  I f  th e  f o r e i g n  
p a r t n e r  was l i f t i n g  t h i s  o i l  a t  th e  h a lfw ay  p r i c e ,  w hich  was 
r e a l i z e d  p r i c e  p lu s  c o s t  d iv id e d  by two, o r  $0 .80  p e r  b a r r e l  r a t h e r  
th an  $ 1 .4 0 ,  th e  p e r  b a r r e l  income o f  th e  governm ent was a b o u t  $ 0 .8 5 .
The i s s u e  o f  p r i c i n g  has  always b een  th e  m ost d i f f i c u l t  p a r t  o f
n e g o t i a t i o n s .  E x p o r t  by one o f  th e  p r o d u c e r s ,  LAPCO, was r e p o r t e d  
3to  be d e la y e d  f o r  l a c k  o f  ag reem en t on p r i c e s .  T h is  was due to  
th e  f a c t  t h a t  a c c o rd in g  to  th e  a g re e m e n ts ,  governm ent t a x e s  were 
b a s e d  on th e  p o s te d  p r i c e s ,  b u t  i t  was a l s o  a g re e d  t h a t  c e r t a i n  
d i s c o u n t s  were a l lo w e d ,  s u b j e c t  t o  the  r a t i f i c a t i o n  o f  a s p e c i a l  
com m ittee  which would be s e t  up f o r  t h i s  p u rp o se  by th e  p a r t n e r s .
I n  e f f e c t ,  th e  d i s c o u n t s  on p o s te d  p r i c e s  were so h ig h  t h a t  th e  new
p o s t i n g  began  to  app roach  th e  l e v e l  o f  r e a l i z e d  p r i c e s .  And as
t h i s  p o s t i n g  was u sed  f o r  t a x  r e f e r e n c e  p u r p o s e s , th e  governm ent
income p e r  b a r r e l  was f u r t h e r  red u c e d .  For exam ple, IPAC i n  1969
p o s te d  a p r i c e  f o r  c rude  from  i t s  o f f s h o r e  Cyrus f i e l d  a t  $1 .34
p e r  b a r r e l  f o r  1 8 .5 -1 9 .4  API o i l .  C o n s id e r in g  2 c e n ts  p e r  b a r r e l
p e r  g r a v i t y ,  c ru d e  o i l  w i th  th e  API o f  31° would be $ 1 ,58  and 34°
$ 1 .6 4 ,  which was 5 and 15 c e n ts  l e s s  th a n  th e  c o r r e s p o n d in g  j
4 .c o n s o r t iu m  p o s t i n g s .  Some o f  t h i s  o i l  was s o ld  m  Ja p a n  a t  an 
f . o . b .  p r i c e  o f  $1,22. f o r  th e  3 3 .4 °  API g r a v i t y .  C onsor tium  s a l e s  
to  Japan  f o r  3 4 ,3 °  g r a v i t y  c rude  o i l  i n  th e  same p e r i o d  a v e ra g e d  
$ 1 ,4 6 .5
These d i s c o u n t s  by a newcomer were n o th in g  new i n  t h e  o i l  
i n d u s t r y ,  and depended on th e  n a t u r e  o f  th e  com pany's o u t l e t  f o r  
c e r t a i n  ty p e s  o f  c ru d e  and th e  s t r e n g t h  o f  th e  m a rk e t ,  t o g e t h e r  
w i th  a v a r i e t y  o f  o t h e r  f a c t o r s .  Here we o n ly  t r i e d  to  show t h a t  
b e c a u se  o f  d i s c o u n t s ,  f i n a n c i a l  a d v a n ta g e s  o f  th e  j o i n t  v e n tu r e  
ag reem en ts  p e r  b a r r e l  were n o t  v e ry  much h i g h e r  th a n  p r e v io u s  
a r r a n g e m e n ts .  Mi a t  i s  im p o r ta n t  f o r  us i n  t h i s  work i s  th e  e x t e n t  
o f  in v o lv em en t  o f  NIOC i n  t h i s  p r ice , c u t t i n g ,  and th e  way th e  
n a t i o n a l  o i l  company chose to  use  i t s  s h a re  o f  c ru d e  o i l .  D uring  
th e  s i x t i e s  NIOC a t te m p te d  to  f i n d  some p u r c h a s e r s  f o r  i t s  p o r t i o n  
o f  c rude  from th e  j o i n t  v e n tu r e  a g re e m e n ts .
NIOC t o g e t h e r  w i th  i t s  p a r t n e r  i n  IPAC, th e  Pan-A m erican  
P e t ro le u m  Company, e n t e r e d  i n t o  a  p a r t n e r s h i p  w i th  th e  In d ia n  
governm ent i n  th e  Madras r e f i n e r y ,  o f  which th e  m a j o r i t y  o f  the  
i n t e r e s t  was h e ld  by th e  I n d ia n  governm ent. NIOC and Pan-A m erican
1 2 2
each  had  a 13 p e r  c e n t  s h a re  i n  th e  r e f i n e r y ,  and c rude  o i l  
was s u p p l i e d  by IPAC, t h e i r  j o i n t  v e n tu r e  s u b s i d i a r y  from  the  
D a r iu s  f i e l d ,  w hich had  f a c i l i t i e s  f o r  100,000 b-/d p r o d u c t i o n .^
This  was n o t  th e  on ly  a t t e m p t  by NIOC to  d i s p o s e  o f  i t s  s h a re  
o f  th e  c rude  o u t  o f  th e  j o i n t  v e n tu r e  a g re e m e n ts .  A b a r t e r  
ag reem en t was r e p o r t e d  to  have been  conc luded  w i th  S pa in .  Under 
t h i s  agreem ent NIOC would su p p ly  f i v e  m i l l i o n  to n s  o f  o i l  from
i
i t s  LAPCO j o i n t  v e n tu r e  ove r  a p e r i o d  o f  f i v e  y e a r s .  Spa in  would
7pay  f o r  t h i s  o i l  by  e x p o r t i n g  Span ish  i n d u s t r i a l  goods to  I r a n .
There  was a l s o  a d e a l  w i th  A r g e n t in a  f o r  th e  p u rc h a s e  o f  2 .2  m i l l i o n
8b a r r e l s  o f  o i l  i n  exchange f o r  A r g e n t i n a ' s  w hea t e x p o r t s  to  I r a n .
To sum up , th e  j o i n t  v e n tu r e  agreem ents  paved  th e  way f o r  the  
e n t r a n c e  o f  th e  N a t io n a l  I r a n i a n  O i l  Company i n t o  th e  w o r ld  
p e t ro le u m  m a rk e t .  A lthough  a number o f  ag reem en ts  were s ig n e d  
betw een  NIOC and p r o s p e c t iv e  b u y e r s ,  i t  seems t h a t  th e  n a t i o n a l  
o i l  company d id  n o t  f u l l y  u t i l i z e  t h i s  o p p o r t u n i t y .  A no the r  i n t e r -  
e s t i n g  p o i n t  abou t th e  j o i n t  v e n tu r e s  i s  t h a t  a l th o u g h  t h e o r e t i c a l l y  
th ey  i n c r e a s e d  th e  p e r  b a r r e l  income o f  th e  governm en t,  in  p r a c t i c e ,  
c o n s id e r in g  a l l  th e  d i s c o u n t s  and e f f e c t s  o f  h a lfw a y  p r i c e  t r a n s ­
a c t i o n s  be tw een  th e  p a r t n e r s  o f  such v e n t u r e s ,  governm ent p e r  b a r r e l  
revenue  was n o t  changed much. ' On4th e  o t h e r  h a n d ,  government
t o t a l  rev e n u e s  from th e  o i l  s e c t o r  were c o n s id e r a b ly  i n c r e a s e d ,  
and th e  n a t i o n a l  o i l  company a l s o  g a in e d  s i z e a b l e  rev e n u e s  o u t  o f  
i t s  o p e r a t i o n s .  The T ab le  below  shows* th e  o i l  p r o d u c t i o n  i n  th e  
j o i n t  v e n tu r e s  be tw een  1962 and 1976.
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1 2 4
NIOC*s S a le s  to  E a s t e r n E u rope
Soon a f t e r  th e  C onsortium  Agreement was s ig n e d ,  and th e  flow  
o f  I r a n i a n  o i l  t o  th e  w o r ld  m ark e ts  was resum ed, th e  governm ent 
began  p r e s s i n g  f o r  an i n c r e a s e  i n  o f f - t a k e  o v e r  what th e  C onsortium  
Agreement e n v is a g e d ,  and above, th e  a v e rag e  y e a r l y  i n c r e a s e  i n  th e  
M iddle E a s t .  These c la im s  were b a se d  on the  need  o f  th e  I r a n i a n  
governm ent f o r  h i g h e r  revenue  i n  view o f  th e  s i z e  o f  th e  
p o p u l a t i o n  and t h e ' c o u n t r y  as w e l l  as p o l i t i c a l  s t a b i l i t y  e s p e c i a l l y
i n  th e  p e r i o d  a f t e r  th e  A r a b - I s r a e l i  war o f  1967.
The members o f  th e  c o n s o r t iu m  d id  manage to  keep th e  r a t e  o f  
i n c r e a s e  i n  I r a n i a n  o i l  p r o d u c t io n  h ig h e r  th a n  t h a t  o f  th e  M iddle 
E a s t  a v e ra g e .  But t h e r e  were l i m i t s  to  such  f a v o u r i t i s m ,  s in c e  th e  
companies w an ted  to  keep  th e  o t h e r  o i l  e x p o r t e r s  happy and i t  was 
n o t  i n  t h e i r  l o n g - te rm  i n t e r e s t  to  i n c r e a s e  I r a n i a n  p r o d u c t io n  a t  
th e  expense  o f  o t h e r s 0 F u r th e rm o re ,  th ey  were aware t h a t  th e  
i n t e r n a t i o n a l  m ark e t  c o u ld  n o t  abso rb  a d d i t i o n a l  su p p ly  w i th o u t  
a f f e c t i n g  p r i c e s  ( se e  s e c t i o n  on th e  decade o f  th e  s i x t i e s ,  P a r t  I ,  
C hap te r  2 ) .
Towards th e  end o f  1966 th e  I r a n i a n '  governm ent once more
approached  th e  c o n s o r t iu m  f o r  i n c r e a s e d  rev en u es  from  o i l  e x p o r t s .
They i n d i c a t e d  t h a t  i f  th e  c o n s o r t iu m  x-?as u n a b le  to  g u a ra n te e  a
s u i t a b l e  a n n u a l  i n c r e a s e  i n  o i l  r e v e n u e s ,  I r a n  would a c t  to  ta k e
• . 9back  some o f  th e  a r e a s  a l l o c a t e d  f o r  c o n s o r t iu m  o p e r a t i o n s .
These n e g o t i a t i o n s  w ere  m ain ly  c o n c e n t r a t e d  on t h r e e  p r o p o s a l s  
an o f f - t a k e  p e r c e n ta g e  i n c r e a s e  f o r  th e  y e a r s  ah ead ,  r e l i n q u i s h m e n t  
o f  p a r t  o f  th e  C onsortium  Agreement a r e a  and s a l e s  o f  o i l  to  NIOC 
a t  c o s t  to  m arke t  on i t s  own a c c o u n t .  The t h i r d  p o i n t  was c r u c i a l  
to  th e  o p e r a t i o n s  o f  NIOC, as i t  co u ld  enhance  th e  company1s i n t e r ­
n a t i o n a l  r o l e .
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The NIOC could have obtained crude oil from a number of 
sources at cost. These sources at the end of 1966 were as
f o l l o w s : ^
a) S t a t e d  payment ( r o y a l t y )  of  12D5 p e r  c e n t  co u ld  have 
been  ta k e n  i n  k in d  i n  c rude  i n s t e a d  o f  c a sh .  T h is  
amounted to  n e a r l y  250,000 b/'d a t  the  t im e .
b) SIRIP p a r t n e r s h i p  (50 p e r  c e n t ) ,  NIOC was a s s i g n i n g  
c rude  to  AGIP i n  l i e u  o f  i t s  s h a re  o f  c a p i t a l  f o r  
deve lopm ent. P r o d u c t io n  was 13,000 b / d .
c) IPAC p a r t n e r s h i p  (50 p e r  c e n t ) .  NIOC was a s s i g n i n g  
c rude  to  Pan-A m erican  as i n  SIRIP. P r o d u c t io n  was
30,000 b / d .
As f o r  th e  s t a t e d  payments p a id  i n  th e  form o f  c rude  o i l ,  
t h i s  was c o n s i s t e n t  w i th  th e  term s o f  th e  a g re e m e n t ,  b u t  i t  was o f  
l i t t l e  v a lu e  to I r a n  as f a r  as revenues  were c o n c e rn e d .  NIOC c o u ld  
n o t  s e l l  t h i s  o i l  a t  p o s te d  p r i c e s ,  and had  to  d i s c o u n t  i t  a t  l e a s t  
by 25 p e r  c e n t  to  be a b le  to  f i n d  a c u s tom er .^   ^ The government p e r  
b a r r e l  revenue  from th e  c o n s o r t iu m  in  1966 was as f o l l o w s :
(Assuming no r o y a l t y )
Posted price $1.79 $1.79
Posted prices considering
6 .5  per cent OPEC discount
i n  1966 1.67 1.67
Less o p e r a t i n g  c o s t  0 .1 4  0 ,1 4
Less s t a t e d  payment (12.5%) 0 . 22 ____
P u t a t i v e  company p r o f i t
b e f o r e  t a x  1.31 1.53
Tax (50%) 0 .65  0 .7 7
P lu s  r o y a l t y  0 .22  _____
Gove rnmen t t a k e  0 o87 0 .77
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The revenue  o f  th e  government f rom r o y a l t y  c rude  o i l  
s a l e s  a t  25 p e r  c e n t  d i s c o u n t  was as fo l lo w s :
P o s te d  p r i c e  $1.79
Less 25% d i s c o u n t  0 .4 4
Less o p e r a t i n g  cost.
Government ta k e  1.21
C o n s id e r in g  100 u n i t s  o f  o i l  p ro d u c t io n *  th e  rev e n u e s  i f  a l l  
s o ld  to  th e  consortium * would have been (100 x 0 ,8 7 )  = $87. On th e  
o t h e r  h a n d 5 i f  s o ld  a t  25 p e r  c e n t  d isc o u n t*  th e  r ev e n u e s  o u t  o f
100 u n i t s  o f  o i l  p r o d u c t io n  would have been
(12 ,5  x.$U21 -i- 87 .5  x $0 ,77) = $ 8 2 .5 .  Only i f  th e  NIOC co u ld  s e l l  
t h i s  o i l  a t  $1 .57  p e r  b a r r e l *  o r  on ly  a t  12 p e r  c e n t  d isc o u n t*  
would th e y  have s e c u r e d  th e  same re v e n u e .
Crude o i l  from  j o i n t  v e n tu r e  ag reem en ts  was a l s o  n o t  c o n s id e r e d  
f o r  NI0Cf s d i r e c t  s a l e s  f o r  m ain ly  two r e a s o n s .  As m en tioned  b e fo re *  
th e  NIOC was a s s i g n i n g  c rude  to  f o r e i g n  p a r t n e r s  i n  l i e u  o f  i t s  s h a re  
o f  c a p i t a l  f o r  deve lopm en t.  In  a d d i t i o n  to  th a t*  the  f o r e i g n  p a r t n e r  
was read y  to  l i f t  th e  NIOC's s h a re  a t  h a lfw a y  p r i c e s *  and t h e r e  would 
have been  l i t t l e  a d d i t i o n a l  rev e n u e s  p e r  b a r r e l  o u t  o f  NIOC’ s s a l e  
o f  i t s  p o r t i o n  o f  c ru d e .  Mi a t  the  government wan t e d  was m ain ly  
a d d i t i o n a l  rev e n u e s  w hich would have  e v e n t u a l l y  m eant an i n c r e a s e  
i n  th e  p r o d u c t io n  o f  o i l  i n  I r a n .
N e e d le ss  to  say* th e  members o f  th e  c o n s o r t iu m  were t o t a l l y  
a g a i n s t  the ' p r o p o s a l  t o  allow* , th e  NIOC to  buy o i l  a t  c o s t  from 
th e  c o n s o r t iu m  f o r  i t s  own m a rk e t in g .  T h is  th e y  c o n s id e r e d  to  be 
a v i o l a t i o n  o f  th e  C onsortium  Agreement* and a demand which would  
be p u rsu e d  by o t h e r  s t a t e  o i l  com panies . F u r th e rm o re ,  even th e  
members o f  th e  c o n s o r t iu m  were n o t  a l lo w e d ,  a c c o r d in g  to  the
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p a r t i c i p a t i o n  ag reem en t  among th e  com panies , to  l i f t  any amount 
o f  o i l  a t  c o s t  d e s i r e d .  They bad  to  buy t h e i r  e x t r a  r e q u i r e m e n ts  
a t  a h a lfw a y  p r i c e  be tw een  c o s t s  and p o s te d  p r i c e s .
On 24 th  O c tobe r  1966, a D epartm ent of  S t a t e  memorandum o f
c o n v e r s a t i o n s  on I r a n i a n  demands on th e  c o n s o r t iu m ,  i n d i c a t e d  t h a t
th e  companies were n o t  i n  f a v o u r  o f  a l l o c a t i n g  o i l  to  th e  NIOC f o r
m a rk e t in g  i n  E a s t e r n  E urope . For exam ple, Mr. Fa lm er from  Texaco,
r e f e r r e d  to  th e  q u e s t i o n  o f  a r e q u e s t  f o r  a lo a n  o f  o i l  by
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Iranians, and declared that:
" I f  th e  companies g r a n te d  t h i s  th ey  w ould be fa c e d  w i th  
s i m i l a r  demands from a l l  d i r e c t i o n s .  F u r th e rm o re  th e  
c o u n t r i e s  would th e n  have th e  means o f  g o ing  i n t o  
b u s in e s s  and com peting  w i th  the  companies w i th o u t  any 
in v e s tm e n t  w h a te v e r  on th e  c o u n t r i e s 1 p a r t .  He added 
t h a t  we know t h a t  as  soon as o i l  i s  p u t  b e h in d  th e  
I r o n  C u r t a in  i t  w i l l  come back  o u t  i n  c o m p e t i t io n  w i th  
co m p an ies ’ p r o d u c t i o n . "
S i m i l a r  view s were a l s o  e x p re s s e d  by Mr. Law from  G ulf  O i l  
C o rp o ra t io n  on th e  same t o p i c .  Among th e  p r o p o s a l s  t h a t  were 
c i r c u l a t e d  d u r in g  t h a t  p e r i o d  c o n c e rn in g  th e  i s s u e  o f  th e  NIOC’ s 
m a rk e t in g  to  E a s t e r n  E u rope , t h e r e  was one w hich e n v is a g e d  the  
lo a n  o f  o i l  to  th e  NIOC f o r  i t s  m a rk e t in g .  T h is  was r a i s e d  i n  the  
b r i e f i n g  p a p e r  w hich p re c e d e d  th e  U n i ted  S t a t e s - U n i t e d  Kingdom t a l k s  
a b o u t  I r a n i a n  demands upon th e  o i l  .conso rtium , and e v a l u a t e d  as 
f o l l o w s :  ^^
" 0, , . c A  lo an  o f  o i l  to  NIOC would p r o v id e  an o u t  f o r  
th e  c o n s o r t iu m  members i f  th ey  want one . I t  h a s  
th e  ad v a n ta g e  o f  a p p a r e n t ly  n o t  b e in g  c o n t r a r y  to  
th e  ag reem en t  p r o v i s i o n s .  A lthough  repaym ent seems 
d u b io u s ,  th e  p a r t i c i p a n t s  would be g a in in g  a sm a l l  
m ortgage  f o r  f u t u r e  b a r g a i n in g .  A ls o ,  NIOC m igh t  
f i n d  by p r a c t i c a l  e x p e r ie n c e  t h a t  th e  g r a s s  i s  n o t  
so g re e n  i n  E a s t e r n  E u r o p e . , . . . "
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P ro b a b ly  th e  b e s t  a l t e r n a t i v e  f o r  I r a n  was t h a t  o f
a d vanc ing  r o y a l t y  o i l  to  NIOC as  i t  was n o t  i n  v i o l a t i o n  o f  the
C onsortium  Agreement,, The payments co u ld  a ccu m u la te  u n t i l  th e
end o f  th e  C onso rtium  A greem ent, when t h i s  n lo an e d  o i l "  would be r e p a i d
14e i t h e r  m  cash  o r  m  k i n d .  This  would have g iv e n  I r a n  h ig h e r  
rev e n u e s  and NIOC c o n s id e r a b l e  amounts o f  c o s t  o i l .  An ag reem en t 
was e v e n t u a l l y  s ig n e d  be tw een  th e  governm ent o f  I r a n  and th e  
c o n s o r t iu m . Under th e  new a r r a n g e m e n t 5 th e  c o n s o r t iu m  a g re e d  to  
r e l i n q u i s h  p a r t  o f  th e  a r e a  under  th e  C onsortium  Agreem ent. In  
a d d i t i o n  to  t h a t ,  i t  a g re e d  to  make a v a i l a b l e  c ru d e  o i l  "on 
f a v o u r a b le  te rm s"  f o r  th e  NIOC to  m arke t  i n  E a s t e r n  E u rope . The 
q u e s t io n s  a r e ,  w hat were f a v o u r a b le  te rm s ,  and w hat d id  NIOC g e t  o u t  
o f  t h i s  agreem ent?
The ag reem en t  be tw een  th e  c o n s o r t iu m  and th e  NIOC was f o r  f i v e  
y e a r s ,  1966-1971, i n c l u s i v e .  The crude  o i l  s u p p l i e d  was p r i c e d  
h a lfw ay  be tw een  p o s t e d  p r i c e  and c o s t  a c c o r d in g  to  th e  f o l lo w in g  
fo rm u la :
15H a l f  th e  sum o f  th e  f o l lo w in g :
1o P o s te d  P r i c e
2. Less OPEC d i s c o u n t  (6,5% in  1966)
3. Less a d ju s tm e n t  f o r  API g r a v i t y  o f  
c rude  ($0.002647 p e r  b a r r e l  i n  1966)
4 . P lu s  o p e r a t i n g  c o s t s  ($0 ,142  p e r  b a r r e l  i n  1966)
5. P lu s  s t a t e d  payment (12,5% o f  th e  p o s te d  p r i c e )
6 o P lu s  government income t a x .
On th e  b a s i s  o f  p o s te d  p r i c e s  of $1.79 f o r  I r a n i a n  l i g h t  
c rude  o i l  API 34° ,  th e  c o s t  o f  o i l  to  *the NIOC w ould  have been  
a p p ro x im a te ly  $1 .33  p e r  b a r r e l .  T h e r e f o r e ,  NIOC’ s p r o f i t  from  the  
s a l e  o f  th e  o i l  c o n s id e r in g  th e  r e a l i s e d  m ark e t  p r i c e  o f  n e a r l y  
$1 ,40  was be tw een  6 to  7 c e n ts  p e r  b a r r e l .  I n  a r e p o r t  p u b l i s h e d
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by th e  NIOC a t  th e  end o f  1968, th e  d i f f e r e n c e  be tw een  p u rch a se
o f  o i l  from  th e  c o n so r t iu m  and s a l e s  to  Romania was p u t  a t  
1614 ,450 ,00  R i a l s ,  I t  was a l s o  r e p o r t e d  t h a t  th e  amount o f  o i l
s o ld  i n  1968 was 2 ,4  m i l l i o n  b a r r e l s .  These f i g u r e s  gave a p r o f i t
o f  6 R i a l s  p e r  b a r r e l  w hich was ro u g h ly  7 c e n t s ,  and co n firm s  our
f i g u r e s  b a s e d  on th e  c o s t  of c rude  o i l  to  NIOC and m arke t  p r i c e .
I t  must be n o t e d  t h a t  t h i s  o i l  was a l l o c a t e d  f o r  s a l e  to  E a s te r n
European  c o u n t r i e s  b a s e d  on b a r t e r  c o n t r a c t s ,  and hence  i t  i s  v e ry
d i f f i c u l t  to  d e te rm in e  th e  r e a l  s a l e  p r i c e  o f  o i l  i n  such a g re e m e n ts .
But th e  d i f f e r e n c e  be tw een  p u rc h a s e  o f  o i l  from th e  c o n s o r t iu m  and
s a l e s  i n  E a s t e r n  E urope , b a s e d  on a b a r t e r  d e a l  by th e  s t a t e  o i l
company, does n o t  i n d i c a t e  c l e a r l y  th e  s a l e s  p r i c e s .  A gain  w hat i s
im p o r ta n t  i s  th e  governm ent rev e n u e s  o u t  o f  th e s e  s a l e s ,  which
were be tw een  65 to  75 c e n ts  p e r  b a r r e l ,  and were c o n s id e r a b ly  lower
th a n  w hat th e  c o n s o r t iu m  was p a y in g  the  governm ent a t  the  t im e .
T his  shows t h a t  th e  governm ent o b j e c t i v e  was to  g e t  more rev en u es
and was rea d y  to  a c c e p t  lower p e r  b a r r e l  incom e.
By th e  end o f  1969, NIOC had  made s e v e r a l  d e a l s  w i th  E a s te r n
E uropean  c o u n t r i e s :  Romania, 10 m i l l i o n  tons  o v e r  f i v e  y e a r s
( fo l lo w in g  3 .5  m i l l i o n  from  1968-70);  B u l g a r i a ,  2 ,3 7 5 ,0 0 0  to n s  .
1967™705 H ungary, one m i l l i o n ' t o n s  a }Tear to  b e g in  i n  1969. But
17th e  c lo s u r e  o f  th e  Suez Canal made th e s e  sh ip m en ts  uneconom ica l .
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TABLE VI I „2
NIOC's EXPORT OF CRUDE OIL 
TO ~E AS TERN EUROPE
Year Amount o f  c rude  o i l  e x p o r te d
M i l l i o n  b a r r e l s  - B a r r e l s  p e r  day
1968 2 .4  .6 ,6 0 0
1969 11.3  31,000
19.70 18.0 49 s 400
TOTAL 41.7
S ource :  P e t ro le u m  P r e s s  S e r v i c e ,  March 1971, p . 109.
I n  th e  p r e c e d in g  pages  we showed t h a t  th e  government: p r e s s u r e  
on th e  c o n s o r t iu m  to  i n c r e a s e  o i l  p r o d u c t io n  i n  o r d e r  to  o b t a i n  
more rev e n u e s  l e d  to  a s e r i e s  o f  n e g o t i a t i o n s  be tw een  th e  companies 
and th e  governm en t. As th e  companies were n o t  a b le  to  i n c r e a s e  
th e  I r a n i a n  o i l  o u tp u t  a t  th e  r a t e  which th e  governm ent d e s i r e d ,  a 
number o f  a l t e r n a t i v e s  w ere  s u g g e s te d ,  r a n g in g  from  o i l  lo an  on 
f u t u r e  r o y a l t i e s  to  r e l i n q u i s h i n g  some a r e a s ,  e t c .  T h is  b a r g a i n in g  
in v o lv e d ,  a t  t im e s ,  th e  U n i ted  Kingdom and U n i te d  S t a t e s  governm en ts ,  
w i th  t h e i r  am bassadors  t a k in g  p a r t  i n  th e  n e g o t i a t i o n s  and m ee t in g  
th e  I r a n i a n  governm ent a t  the  h i g h e s t  l e v e l .  The id e a  o f  a l lo w in g  
th e  n a t i o n a l  o i l  company to  buy c e r t a i n  q u a n t i t i e s  o f  o i l  from  th e  
c o n s o r t iu m  came as  a  compromise' s o l u t i o n .  R a th e r  th a n  as  a  com m ercial 
p r o j e c t f i t  was p r e p a r e d  a n d 'p r e s e n te d  to  th e  governm ent, by NIOC as an 
a c t i o n  d e s ig n e d  to  enhance  th e  i n t e r n a t i o n a l  r o l e  o f  t h e  company.
The p r i c e  w hich NIOC would pay f o r  t h i s  o i l  w a s 'a l s o  d e te rm in e d  
i n  t h i s  p a c k ag e .  I t  was th e  same p r i c e  t h a t  th e  o t h e r  members o f  
th e  c o n s o r t iu m  had  to  pay for- o v e r l i f t i n g  a t  th e  t im e ,  a l th o u g h  
t h i s  m igh t have  had  l i t t l e  r e l e v a n c e  as  to  why t h i s  p r i c e  fo rm u la
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was a d o p te d .  The c o n s o r t iu m  was under  th e  im p r e s s io n  t h a t  even
i f  o v e r l i f t i n g  a rra n g e m e n ts  changed f o r  i t s  m embers, i t  ough t n o t
to  a f f e c t  th e  p r i c e  o f  o i l  s o ld  to  NIOC. Again ' t h i s  cou ld  be
se en  from  th e  D epartm ent of  S t a t e  memorandum o f  c o n v e r s a t i o n s  on
c o n so r t iu m  p r o d u c t io n  p l a n s  f o r  1968^69. In  t h i s  m ee t in g  i t  was
s u g g e s te d  t h a t  i f  o v e r l i f t i n g  a rra n g e m e n ts  among th e  c o n s o r t iu m
members were, changed from  h a lfw ay  p r i c e  to  q u a r te rw a y  p r i c e 3 NIOC,
who g o t  o i l  f o r  b a r t e r  d e a l s  a t  h a lfw a y  p r i c e ,  would p ro b a b ly
demand th e  same. To t h i s  Mr. John O l i v e r ,  a d i r e c t o r  i n  th e  US
18O f f ic e  of F u e l  and Energy  p o i n t e d  o u t  t h a t :
’’The agreem ent to  g iv e  NIOC b a r t e r  o i l  was n o t  
c o n n e c te d  w i th  th e  o v e r l i f t  ag reem en t;  i n  f a c t  
a t  th e  time th e  ag reem en t  was c o nc luded  i t  i s  
u n l i k e l y  t h a t  NIOC even knew o f  th e  i n t e r ' -  
c o n s o r t iu m  a r r a n g e m e n ts „ And t h e r e  would be 
no r e a s o n  to  c o n n e c t  th e  two a t  t h i s  t i m e . ”
Throughout th e s e  n e g o t i a t i o n s  NIOC’ s m a rk e t in g  o b j e c t i v e s  
were c o n s id e r e d  on ly  a f t e r  a l lo w in g  f o r  th e  o t h e r  main o b j e c t i v e ,  
namely to  i n c r e a s e  rev e n u e s  f o r  governm ent deve lopm ent p l a n s .
I t  was n o t  NIOC w hich  p e rs u a d e d  th e  governm ent 
to  e n t e r  i n t o  such  d e a l s ,  b u t  th e  government b r o u g h t  i n  the  
n a t i o n a l  company as a v e h i c l e  to  c a r r y  o u t  t h e i r  p o l i c i e s .  I t  was 
p ro b a b ly  a n o th e r  o c c a s io n  where th e  n a t i o n a l  o i l  company was 
c a l l e d  upon to  f u l f i l  a  p o l i t i c a l  o r  s o c i a l  t a s k  w hich  a p r i v a t e  
o i l  f i r m  c o u ld  n o t  have  done.
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Contract Agreements
The j o i n t  v e n tu r e  ag reem en ts  were th e  p r e v a i l i n g  ty p e  of 
agreem ent be tw een  th e  o i l  companies and th e  h o s t  c o u n t r i e s  u n t i l  
1966, when a d i f f e r e n t  a r ra n g e m e n t  was i n t r o d u c e d  i n  th e  
M iddle  E a s t .  In  t h e s e  new a g re e m e n ts ,  known as  " c o n t r a c t  
a g re e m e n ts " ,  th e  f o r e i g n  company was no lo n g e r  a  c o n c e s s i o n a i r e  
b u t  a c o n t r a c t o r  to  th e  n a t i o n a l  o i l  company f o r  c a r r y i n g  o u t  o i l  
o p e r a t i o n s .  I n  r e t u r n ,  th e  c o n t r a c t o r  was a l lo w e d  to  l i f t  a 
c e r t a i n  p r o p o r t i o n  o f  th e  o i l  d i s c o v e r e d  a t  a p r i c e  h a lfw a y  
betw een c o s t  and r e a l i s e d  p r i c e .  The f i r s t  ag reem en t  o f  t h i s  ty p e  
was s ig n e d  be tw een  the  two s ta te -o w n e d  com pan ies , namely 
E n t e r p r i s e  des R echerches  e t  d* A c t iv i . te e s  P e t r o l i e r s  (ERAP) and 
th e  N a t io n a l  I r a n i a n  O il  Company i n  1966.
The manager, n t  o f  th e  o p e r a t i o n s ,  w i th  r e g a r d  to  a l l  m a t t e r s ,  
was c a r r i e d  o u t  by a s u b s i d i a r y  o f  ERAP, SOFIRAN, w hich was 
r e g i s t e r e d  i n  I r a n .  However, th e  company’ s b u d g e t  and th e  programmes 
of o p e r a t i o n  had  to  be a pp roved  by the  NIOC, and i n  t h i s  r e s p e c t  
th e  new s e t “ up was n o t  v e ry  d i f f e r e n t  from  j o i n t  v e n tu r e  ag reem en ts  
w here p a r t n e r s  j o i n t l y  d e c id e d  on such m a t t e r s .  ERAP p ro v id e d  
th e  money f o r  e x p l o r a t i o n  a c t i v i t i e s ,  w i th  repaym en ts  o v e r  15 y e a r s  
a t  10 c e n ts  a b a r r e l  on c ru d e  p ro d u c e d ,  and i n  c a se  o f  no o i l  
d i s c o v e r y  ERAP would  l o s e  i t s  money. T h is  was n o t  v e r y  new, e i t h e r ,  
a s  th e  j o i n t  v e n tu r e  ag reem en ts  a l s o  r e q u i r e d  th e  f o r e i g n  p a r t n e r  
to  c a r r y  th e  r i s k  o f  e x p l o r a t i o n ,  which co u ld  be r e c o v e r e d  on ly  i f  
com m ercial p r o d u c t io n  was e s t a b l i s h e d .
133
F in a n c in g  f o r  th e  developm ent o f  th e  d i s c o v e r e d  o i l  i n  th e  
c o n t r a c t  agreem ent was th ro u g h  i n t e r e s t - b e a r i n g  lo a n s  from  th e  
f o r e i g n  p a r t n e r ,  w i th  repaym ent o v e r  f i v e  y e a r s .  I n  th e  c a se  o f  
th e  ag reem ent w i th  ERAP, i f  NIOC d id  n o t  want to  re p a y  i n  c a sh ,  
one m i l l i o n  to n s  o f  c ru d e  o i l  a n n u a l ly  was p l a c e d  a t  ERAP’ s . 
d i s p o s a l  and th e  p ro c e e d s  a t  m arke t  p r i c e ,  l e s s  2 p e r  c e n t  were 
c r e d i t e d  to  lo a n  repaym ents Again t h i s  was i n  p r i n c i p l e  s i m i l a r  
to  o t h e r  j o i n t  v e n tu r e  a g re e m e n ts ,  as th e  s h a re  o f  NIOC f o r  
developm ent o f  th e  f i e l d s  was p a id  o u t  o f  th e  p roceeds-  o f  th e  
o p e r a t i o n .
ERAP’ s ag reem ent d i f f e r e d  from  th e  e s t a b l i s h e d  j o i n t  v e n tu r e  
ag reem en ts  m a in ly  i n  t h r e e  r e s p e c t s 0 Once s u f f i c i e n t  o i l  r e s e r v e s  
were fo u n d ,  and b e f o r e  any developm ent o f  such  f i e l d s ,  one h a l f  o f  
th e  t o t a l  o i l  found was s e t  a s id e  f o r  " n a t i o n a l  r e s e r v e " .  Such 
a l l o c a t i o n  was made by m u tu a l  agreem ent be tw een  NIOC and the  
c o n t r a c t o r ,  and i f  many o i l  f i e l d s  were d i s c o v e r e d  a number of 
s e p a r a t e  f i e l d s  were a l l o c a t e d  to  NIOC0 The a r ra n g e m e n t  d id  n o t  
e x i s t  i n  th e  p r e v io u s  j o i n t  v e n tu r e  ag reem en ts  w hich NIOC s ig n e d  
w i th  f o r e i g n  p a r t n e r s „ A v a i l a b i l i t y  o f  such known o i l  r e s e r v e s  i n  
a  d e f in e d  a r e a  cou ld  encou rage  th e  n a t i o n a l  o i l  company to  p l a n  a 
more a c t i v e  r o l e  i n  th e  m a rk e t in g  o f  I r a n i a n  c ru d e .  I t  must be 
n o te d  t h a t  a f t e r  s ig n in g  a new d e a l  w i th  th e  c o n s o r t iu m  i n  1973 
and e v e n ts  o f  th e  p a s t  few y e a r s ,  the  im p o r ta n c e  o f  such  a p r o v i s i o n  
i n  th e  c o n t r a c t  ag reem ent does n o t  seem to  be as  im p o r ta n t  now as i t  d id  i n  
19660 At t h a t  t im e th e  n a t i o n a l  o i l  company was t r y i n g  to  s e c u re  
some c o s t  o i l  f o r  i t s  own m a r k e t in g ,  and i n  t h i s  s e n se  t h i s  
a rran g em en t  was s u p e r i o r  to  t h a t  which e x i s t e d  u n d e r  t h e  j o i n t  
v e n tu r e  a g re e m e n ts .
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A nother  a s p e c t  o f  th e  c o n t r a c t  agreem ent w hich d i f f e r e d  
from p r e v io u s  a r ran g em en ts  was th e  g u a ra n te e d  s a l e s  to  th e  
f o r e i g n  p a r t n e r ,  ERAP r e c e iv e d  from 35 p e r  c e n t  to  45 p e r  c e n t  o f  
the  o u tp u t  from  one h a l f  o f  r e s e r v e d  a l l o c a t e d  f o r  d e ve lopm en t,
ERAP p a i d  no r o y a l t y ,  b u t  f o r  th e  o i l  l i f t e d  i t  p a id  o p e r a t i n g  
c o s t s ,  i n c l u d in g  a m o r t i z a t i o n  and re im bursem en t  o f  i t s  e x p l o r a t i o n  
e x p e n s e s 5 p lu s  x2h p e r  c e n t  o f  t h e s e  i t e m s ,  p l u s  an amount e q u a l  
to  50 p e r  c e n t  o f  th e  d i f f e r e n c e  betw een  th e  c o s t  i te m s  and the  
m arke t  p r i c e .  So unde r  th e  c o n t r a c t  ag reem en t th e  f o r e i g n  p a r t n e r  
g e t s  a s m a l l e r  p r o p o r t i o n  of th e  c ru d e  o i l  p ro d u ce d  th a n  th e  j o i n t  
v e n tu r e  ag reem en t .  As f o r  th e  income p e r  b a r r e l^  as  a  r e s u l t  o f  
c o n t r a c t  ag reem en ts  b a s e d  on th e  o i l  p ro d u ced  and s o ld  and n o t  
c o n s id e r in g  th e  r e s e r v e s  k e p t  a s i d e , i t  ■ was s i m i l a r  to  o t h e r  
j o i n t  v e n tu r e  a g re e m e n ts .  The 50 p e r  c e n t  repaym ent ERAP made on 
th e  b a s i s  o f  m ark e t  p r i c e s ,  was s i m i l a r  to  50 p e r  c e n t  income t a x  
p a id  by o t h e r  companies b a s e d  on p o s te d  px-ices . T h is  was so b e c a u s e  
i n  th e  p a s t  d i s c o u n t s  a l lo w e d  on th e  p o s t i n g  by th e  p a r t i e s  i n  
j o i n t  v e n tu r e  ag reem en ts  h a d ,  i n  e f f e c t ,  r e a c h e d  th e  l e v e l  o f  m arke t  
p r i c e s .
F u r th e rm o re ,  ERAP a g re e d  to  e x p o r t  a t  NIOC’ s r e q u e s t  3 m i l l i o n  
to n s  a  y e a r  f o r  th e  f i r s t  f i v e  y e a r s ,  and 4 m i l l i o n  to n s  a y e a r  f o r  
th e  f o l lo w in g  f i v e  y e a r s .  I n  t h e s e  s a l e s  ERAP o n ly  g o t  a  commission 
o f  2 p e r  c e n t .  In  th e  j o i n t  v e n tu r e  a g re e m e n ts ,  th e  f o r e i g n  p a r t n e r  
would s e l l  50 p e r  c e n t  o f  NIOC's s h a re  a t  "h a lfw a y "  p r i c e .  I n  th e  
c o n t r a c t  a g re e m e n t ,  ERAP g o t  o n ly  2 p e r  c e n t  f e e  f o r  m a r k e t in g ,  b u t  
as  th e  p ro c e e d s  were used  to  buy F rench  goods and s e r v i c e s ,  th e  
d e a l  had  an e le m en t  o f  b a r t e r  a rra n g e m e n t  i n  i t .
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A nother  i n t e r e s t i n g  p o i n t  ab o u t  t h e s e  ag reem en ts  was t h a t  
th e  d e f i n i t i o n  o f  a  com m ercial f i e l d  was b a se d  on r e a l i z e d  p r i c e s .
In  most o f  th e  p r e v io u s  a g re e m e n ts , the  q u a n t i t y  o f  o i l  p roduced  
was th e  b a s i s  f o r  d e c id in g  i f  a f i e l d  was com m erc ia l .  I n  th e  ERAP 
agreem ent a f i e l d  was r e g a r d e d  as com m ercial i f  i t  would a f f o r d  a 
r e t u r n  o f  n o t  l e s s  th a n  20  p e r  c e n t  o f  ‘'d i s c o u n te d  v a l u e " ,  i . e . ,  
o f  th e  " p r e s e n t  w o r th "  of 25 y e a r s  c u m u la t iv e  p r o d u c t io n  v a lu e d  
a t  th e  a p p l i c a b l e  r e a l i z e d  p r i c e  a f t e r  c e r t a i n  d e d u c t i o n s „
Here we do n o t  a t te m p t  to  e v a lu a te  t h e s e  ag reem en ts  -  a- t a s k
21undertaken  by aa number o f  o b s e rv e r s  b e f o r e .  Such c a l c u l a t i o n s
a r e  m ere ly  done on th e  b a s i s  o f  what th e  governm ent g e t s  p e r
bam re l  o f  o i l  e x p o r te d .  .T o  r e a c h  e x a c t  f i g u r e s ,  f o r  example
i n  the  c a se  o f  ERAP, a number o f  a s su m p tio n s  vtould have to  be made i n c l u d in g
th e  s i z e  o f  th e  f i e l d  t h a t  m igh t  be d i s c o v e r e d ,  th e  p r i c e  o f  o i l
i n  f u t u r e ,  and th e  a b i l i t y  o f  th e  N a t io n a l  I r a n i a n  O i l  Company to
o p e r a t e  i t s  own s h a re  o f  th e  c rude  in d e p e n d e n t ly .  W hether th e  ERAP
c o n t r a c t  was ' more p r o f i t a b l e  o r  l e s s  p r o f i t a b l e  th a n  o t h e r
c o n t r a c t s ,  we do n o t  know, b u t  i t  p ro v id e d  NIOC w i th  th e  hope o f
g e t t i n g  c rude  o i l  a.t c o s t  and e n t e r i n g  th e  i n t e r n a t i o n a l  o i l
m arke t i n  1966. T h is  was a t im e  when th e  governm ent was i n  need
o f  more re v e n u e s  and th e  c o n s o r t iu m  co u ld  n o t  g u a r a n t e e  th e  r a t e
o f  i n c r e a s e  i n  p r o d u c t io n  d e s i r e d  by the  governm en t.
The j o i n t  v e n tu r e  and c o n t r a c t  ag reem en ts  p r o v id e d  NIOC w i th  
a r o l e  f o r  th e  f u t u r e  a t  th e  t im e  when th ey  were s ig n e d .  W ithou t 
such  agreem ents  t h e r e  w a s ' no hope of g e t t i n g  c o s t  o i l  i n  th e  
q u a n t i t i e s  t h a t  the  company d e s i r e d  u n t i l  th e  end o f  th e  c o n s o r t iu m
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agreem ent i n  19790 These ag reem en ts  h e lp e d  to  b r i n g  back  to  
l i f e  a n a t i o n a l  o i l  company which had  s u r r e n d e r e d  i t s  r o l e  i n  
th e  o i l  b u s in e s s  to  th e  c o n so r t iu m  i n  1954o The n e g o t i a t i o n s , 
a rgum ents and b a r g a i n in g  p r o c e s s  which i s  i n e v i t a b l e  i n  such 
d e a l s ,  p ro v id e d  ample o p p o r t u n i t i e s  f o r  q u a l i f i e d  p e r s o n n e l  a t  
th e  n a t i o n a l  o i l  company to  show t h e i r  t a l e n t s , and a l s o  to  g a in  
v a lu a b l e  e x p e r ie n c e  i n  th e  o i l  b u s in e s s *  I t  was a l s o  im p o r ta n t  
f o r  th e  company to  show and j u s t i f y  i t s  r o l e  i n  th e  I r a n i a n  o i l  
i n d u s t r y  which had  been  red u c e d  to  som eth ing  a k in  to  a d i s t r i b u t o r  
o f  p e t ro le u m  p r o d u c t s  i n  I ra n *  and an o p e r a t o r  o f  n o n - b a s i c  
a c t i v i t i e s  f o r  th e  consortium ., I t  cou ld  be a rgued  t h a t  as a  r e s u l t  
o f  e x p a n s io n  i n  th e  o p e r a t i o n  o f  th e  company and th e  a c c u m u la t io n  
o f  e x p e r ie n c e  i n  a c t i v e  o i l  n e g o t i a t i o n s  and t r a d i n g ,  NIOC s e c u re d  
a l a r g e r  r o l e  f o r  i t s e l f  w i th  r e g a r d s  to  f o r m u l a t i o n ' o f  an o v e r ­
a l l  I r a n i a n  o i l  p o l i c y ,
f u r t h e r m o r e ,  th e  c o n ta c t s  w i th  a v a r i e t y  o f  d i f f e r e n t  companies 
and e n t r y  i n t o  p a r t n e r s h i p  w i th  more th a n  t h i r t y  in d e p e n d e n t  and 
s t a t e  o i l  companies a t  th e  same t im e ,  p ro v id e d  NIOC w i th  a chance 
to  g e t  ample i n f o r m a t io n  and t e c h n i c a l  know-how i n  e x p l o r a t i o n  
developm ent, and , to  some e x t e n t  m a rk e t in g  o f  c ru d e  o i l  d u r in g  t h i s  
pe r io d o  W hether th e  n a t i o n a l  o i l  company f u l l y  u t i l i z e d  t h i s  
o p p o r tu n i ty  to  l e a r n ,  o r  w h e th e r  i t  behaved  p a s s i v e l y  i n  a l l  th e  
a c t i v i t i e s  i n v o lv i n g  i t ,  c an n o t  e a s i l y  be d e te rm in e d .  Be t h a t  as i t  
may1, th e  changes w hich .o c c u re d  i n  th e  s t r u c t u r e  o f  th e  o i l  i n d u s t r y  
d u r in g  th e  e a r l y  p a r t  o f  th e  s e v e n t i e s f p r e s e n t e d  NIOC w i th  an opportu ­
n i t y  to  f u l f i l  i t s  dream o f  becoming a c o m m e rc ia l ly  o r i e n t e d  company 
w i th  a r o l e  to  p l a y  i n  th e  i n t e r n a t i o n a l  o i l  b u s i n e s s .
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' GROUP of ser v ice contracts
Companies
o p e r a t in g
Companies 
c o m p ris in g  
Second P a r t y
E f f e c t i v e
D ate
D u ra t io n Ownership
of
W ellhead
SOFIRAN E n t e r p r i s e  des 6 th
R echerches  e t  d T December
A c t i v i t e e s P e t r o l e s  1966
(ERAP) 80%
S o c ie t e  N a tiona l®  
des P e t r o l e s  
d l A q u i t a in e  
(ERAP 52.78%,
P r i v a t e  47.22%) 20%
25 y e a r s  100% NIOC
EGOCO ERAP F re n ch  32%
AGIP I t a l i a n  28% 6 th. 25 y e a r s  100% NIOC
HISPANOL S p a n ish  20% June  
PETROFINA B e lg ia n  15% 1969
OEMI Au s t  r  i  an 5 %
C0NIKAN* C o n t i n e n t a l  O i l  100% 4 th  25 y e a r s  100% NIOC
Company US. June
1969
S ource :  I r a n  O i l  M i r r o r ,  1969 ( P u b l i s h e d  by NIOC)
* P h i l i p s  O i l  Company b o ugh t  50 p e r  c e n t  o f  C o n t i n e n t a l  O i l  
Company's h o l d i n g s ,  and C i t i e s  S e rv ic e s  P e t ro le u m  C o r p o r a t io n  
bo ugh t  25 p e r  c e n t  (2 974 ) .  The name o f  th e  o p e r a t i n g  company 
was t h e r e f o r e  changed to  PHILIRAN.
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CHAPTER V I I I
THE NEW ROLE OF NATIONAL IRANIAN 
OIL COMPANY AND ~ ITS PRESENT _P01,1CIES
In  C hap te r  4 we d i s c u s s e d  th e  e v e n ts  w hich l e d  to  th e  
n a t i o n a l i z a t i o n  o f  th e  o i l  i n d u s t r y  i n  I r a n  and th e  f o rm a t io n  
o f  th e  n a t i o n a l  I r a n i a n  o i l  company i n  1S51 as a j o i n t  s to c k  
com m ercial company e n t r u s t e d  w i th  u n d e r ta k in g  a l l  o i l  o p e i 'a t io n s  
i n  I r a n ,  NIOC f a i l e d  to  m arke t  I r a n i a n  c rude  o i l  and p e t ro le u m  
p r o d u c ts  a f t e r  th e  n a t i o n a l i z a t i o n  m ain ly  due to  th e  c o n d i t io n s  
p r e v a i l i n g  i n  th e  p e tro le u m  m arke t  a t  th e  t im e ,  and th e  p o l i t i c a l  
d i s p u t e  w hich a r o s e  betw een the  U n i ted  Kingdom and I r a n  a f t e r  th e  
n a t i o n a l i z a t i o n  o f  th e  A n g lo - I r a n ia n  O il  Company ( see  C h a p te rs  1 
and 5)c The C onsortium  Agreement o f  1954 d id  n o t  r e v e r s e  th e  
n a t i o n a l i z a t i o n  ac t*  b u t  red u ced  th e  r o l e  o f  th e  n a t i o n a l  o i l  
company to  n o n - b a s i c  a c t i v i t i e s  w i t h i n  th e  c o n s o r t iu m  ag reem en t a r e a  
( see  C hap te r  5)„  However* th e  company was i n  charge  o f  s a l e s  o f  
p e tro le u m  p r o d u c t s  th ro u g h o u t  th e  coun try*  and i t s  r o l e  i n  th e  
I r a n i a n  o i l  i n d u s t r y  was f u r t h e r  r e i n f o r c e d  by th e  P e t ro le u m  Act o f  
195 7 w hich gave NIOC th e  s o l e  p r o p e r t y  r i g h t s  to  th e  p e t r o le u m  
i n d u s t r y  i n  I r a n .
I n  th e  p r e v io u s  c h a p te r s  we d i s c u s s e d  th e  j o i n t  v e n tu r e  and 
s e r v i c e  c o n t r a c t  ag reem en ts  w hich NIOC p io n e e r e d  i n  the- M iddle E a s t ,  
These agreem ents*  t o g e t h e r  w i th  th e  s a l e s  o f  c rude  o i l  to  th e  
E a s t e r n  European b l o c  • c o u n t r i e s * ,  c o u ld  be seen  as a s ig n  o f  th e  
g r a d u a l  r e s t o r a t i o n  o f  th e  n a t i o n a l  o i l  company’ s r o l e  a f t e r  th e  
c o n s o r t iu m  a g re e m e n t0 A lso  t h e r e  was a need  f o r  t h i s  change o f  
r o l e  i n  v iew of th e  e v e n ts  o c c u r in g  in  th e  i n t e r n a t i o n a l  o i l  i n d u s t r y  
i n  1971 and 19 72 0
141
I n  J u ly  1971, t h r e e  mote j o i n t  v e n tu r e  ag reem en ts  were 
s ig n e d  betw een  NIOC and f o r e i g n  o i l  companies as f o l l o w s ;
a) N a t io n a l  I r a n i a n  O i l  Company and a J a p a n e s e  group 
( T e i j i n  L t d . 5 N o rth  Sumatran O i l  Company, and 
M i t s u b i s h i  S h o j i  K a isha  Company) formed a j o i n t  v e n tu r e  
company by th e  name o f  I r a n  Nippon (INEPCO) to  e x p lo r e  
and deve lop  o i l  i n  th e  Lures  ta n  area,.
b) NIOC and M obil O i l  C o rp o ra t io n  formed th e  Hormuz 
P e t ro le u m  Company (HOPECO) o f f s h o r e  n e a r  to  th e  S t r a i t  
o f  Hormuz*
c) NIOC and Amerada Hess Corporation, and independent US
o i l  companys s e t  up th e  Busheha P e t ro le u m  Company (BUSHCQ) 
o f f s h o r e  n e a r  Busheha*
These ag reem en ts  c o n ta in e d  more f a v o u r a b le  term s f o r  I r a n  
compared to  p r e v io u s  j o i n t  v e n tu re s *  They p ro v id e d  f o r  th e  r o y a l t y  
payments by th e  f o r e i g n  p a r t n e r s  to  NIOC, and th e  p e r i o d  o f  
e x p l o r a t i o n  was red u c e d  to  s i x  y e a r s  from  th e  p r e v io u s  tw e lv e .  
F u r th e rm o re ,  th e  f o r e i g n  o i l  company was o b l ig e d  to  ta k e  any q u a n t i t y  
o f  c rude  o i l  made a v a i l a b l e  by NIOC as i t s  s h a re  o f  c ru d e  o f f ­
t a k e ,  a p r o v i s i o n  which was v o l u n ta r y  i n  th e  p r e v io u s  j o i n t  v e n tu r e  
a g re e m e n ts .  There  were a l s o  o t h e r  a d v a n ta g e s  a t t r i b u t e d  to  th e s e  
new ag reem en ts  w i th  r e g a r d  to  cash  b o n u s e s ,  lo a n  rep a y m en ts ,  
a r b i t r a t i o n ,  e t c , *  w hich were m ain ly  due to  chang ing  c i r c u m s ta n c e s  
i n  the  comp any-'government r e l a t i o n s h i p ,  b u t  a l s o  showed t h a t  NIOC 
was now p u t t i n g  to  use  th e  e x p e r ie n c e  g a in e d  from  e a r l i e r  j o i n t  
v e n tu r e  a g re e m e n ts .
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The_ S a le  an_d_ P u rchase  Agreemen t  _of_ 1973
By th e  end o f  1972 i t  was e v id e n t  t h a t  th e  w o r ld  p e tro le u m  
m arke t  was chang ing  from  th e  " b u y e r 1s m ark e t"  t h a t  had  p r e v a i l e d  
th ro u g h o u t  the  1 9 6 0 's ,  to  a " s e l l e r ’ s marlcet" 0 The p r o j e c t i o n  o f  
h ig h  demand f o r  the  p e t ro le u m  p r o d u c ts  b a se d  on th e  1960 's  t r e n d  
was n o t  m atched  by a n t i c i p a t e d  growth in  the  su p p ly  a t  th e  tim e 
( se e  C h ap te r  3) 0 I n  a d d i t i o n  to  th a t*  t h e  i s s u e  o f  p a r t i c i p a t i o n  
o f  some o i l  s t a t e s  i n  th e  o i l  p ro d u c in g  companies i n  t h e i r  c o u n try  
was e v e n t u a l l y  f i n a l i z e d ,  I r a n ,  which had n a t i o n a l i z e d  i t s  o i l  
i n d u s t r y  and had  p a id  f u l l  com pensa tion  i n  th e  e a r l y  f i f t i e s ,  was 
n o t  a p a r t y  to  th e s e  n e g o t i a t i o n s ,  . But p a r t l y  due to  th e  m arke t 
c o n d i t i o n s ,  and as a r e s u l t  of  b uy -back  a rra n g e m e n ts  be tw een  th e  
o i l  companies and th e  c o rn tru  es  o p t in g  f o r  p a r t i c i p a t i o n ,  t h e i r  p e r  
b a r r e l  y i e l d  o f  e x p o r te d  c rude  exceeded  t h a t  o f  I r a n  under  th e  
c o n so r t iu m  ag re e m e n t .  The p a r t i c i p a t i o n  crude  was s o ld  a t  p r i c e s  
h i g h e r  th an  had  been  a n t i c i p a t e d  e a r l i e r ,  and so th e  o i l  s t a t e s  
in v o lv e d  o b ta in e d  a d d i t i o n a l  r e v e n u e s .
On 23 rd  Ja n u a ry  1973, th e  Shah gave o i l  company m em b e rs  o f  
th e  c o n s o r t iu m  two a l t e r n a t i v e s  to  choose from  “ e i t h e r  to  a g re e  
-to a '■ f u l l  t a k e - o v e r  by I r a n  o f  th e  c o n s o r t iu m  i n  r e t u r n  f o r  a 
long  term  " s e c u r e "  p u rc h a s e  c o n t r a c t ,  o r  th e  t e r m in a t i o n  o f  the  
c o n t r a c t  i n  1979 p ro v id e d  I r a n ’ s f i n a n c i a l  y i e l d  p e r  b a r r e l  u n t i l  
th e n  was n o t  l e s s  th a n  o t h e r  o i l  p ro d u c in g  c o u n t r i e s  under  th e  
p a r t i c i p a t i o n  ag reem en t .  At th e  tim e I r a n ’ s t h r e e  m a jo r  demands 
from th e  c o n s o r t iu m  were a d d i t i o n a l  in v e s tm e n t  by th e  c o n so r t iu m  
to  expand i t s  p r o d u c t io n  c a p a c i ty  to  8 m i l l i o n  b a r r e l s  p e r  day, 
a l l o c a t i o n  o f  a c e r t a i n  amount *of crude  ( a t  p r i c e s  n e a r  to  t a x  p a id  
c o s t )  to  NIOC f o r  i t s  m a r k e t in g ,  and a p e r  b a r r e l  revenue  as h ig h
143
as the  o t h e r  -producers i n  th e  a r e a .
A l l  t h e s e  demands and o t h e r  r e l e v a n t  i s s u e s  c o u ld  have been
s e t t l e d  under  th e  o l d  c o n s o r t iu m  ag reem en t ,  a p a r t  from  th e  f u l l
c o n t r o l  o v e r  the  o i l  i n d u s t r y .  The A rabs ,  unde r  p a r t i c i p a t i o n
a g re e m e n ts ,  had  a c h ie v e d  an e v e n tu a l  51 p e r  c e n t  c o n t r o l  o f  t h e i r
o i l  i n d u s t r y ,  and I r a n  could, n o t  a t t a i n  t h a t  unde r  th e  o ld
c o n so r t iu m  a rra n g e m e n t,  So th e  n e g o t i a t i o n s  to  change th e
co n so r t iu m  ag reem en t were n o t  to  g iv e  NIOC a more im p o r ta n t  r o l e
w o r ld w id e ,  b u t  to  p r o t e c t  I r a n ’ s i n t e r e s t  w i th  r e g a r d  to  b o th
rev en u es  and more c o n t r o l  i n  th e  c o u n t r y ’ s o i l  Indus  t r y .
In  J u ly  1973, a f t e r  l e n g th y  n e g o t i a t i o n s ,  a new 2.0 y e a r  s a l e s
and p u rc h a s e  ag reem en t was conc luded  betw een I r a n  and NIOC as one
p a r t y ,  and a l l  members o f  th e  i n t e r n a t i o n a l  c o n so r t iu m  as th e  o t h e r ,
3r e p l a c i n g  th e  1954 c o n s o r t iu m  ag reem en t .  Under t h i s  new ag reem en t 
th e  N a t io n a l  I r a n i a n  O i l  Company, f o r  the  second  t im e ,  became 
r e s p o n s i b l e  f o r  a l l  th e  o i l  o p e r a t io n s  i n  I r a n .  As m en t io n ed  b e f o r e ,  
NIOC a c q u i r e d  t h i s  r o l e  when i t  was formed i n  1951, b u t  d e le g a te d  
a l l  i t s  o p e r a t i n g  r e s p o n s i b i l i t i e s  to  th e  c o n s o r t iu m  w i t h i n  the  
ag reem en t a r e a  i n  1954. The s c a l e  o f  th e  company's o p e r a t i o n s  as 
a r e s u l t  o f  t h i s  ag reem ent was expanded c o n s id e r a b l y ,  and the  
company as " o w n e r - o p e r a t o r ' i n  th e  a r e a  became r e s p o n s i b l e  f o r  most 
o f  I r a n ’ s o i l  p r o d u c t i o n .
C onsortium  members i n  r e t u r n  g o t  s e c u r i t y  o f  su p p ly  f o r  20 
y e a r s  b a s e d  on OPEC p r i c e s  and com pensa tion  on u n a m o r t iz e d  f a c i l i t i e s
4in  th e  form  o f  d e p r e c ia t io n '  c r e d i t s 0 In  o r d e r  to  make th e  term s 
o f  payment u n a f f e c t e d  by f u t u r e  changes i n  th e  company “.government
14 4
r e l a t i o n s  e lsew here ,  a  " b a l a n c in g m a r g in  'was. i n t r o d u c e d  i n  t h e  p r i c e  
th e  companies p a id  f o r  th e  o i l  l i f t e d .  T h is  was i n  a d d i t i o n  to  
the  o p e r a t in g  c o s t s  and th e  s t a t e d  payment (12 .5  p e r  c e n t  of
5p o s t in g )  and was d e s c r ib e d  i n  A r t i c l e  6(3)  o f  th e  ag reem en t  as '
" th e  l e v e l  o f  w h ich ,  when tak e n  t o g e t h e r  w i th  a l l  o t h e r  f i n a n c i a l  
and f i s c a l  b e n e f i t s  a c c r u in g  to  I r a n  and NIOC, w i l l  be  such as to  
a s s u r e  I r a n  t h a t  th e  t o t a l  f i n a n c i a l  b e n e f i t s  and a d v a n ta g e s  to  
I r a n  and NIOC unde r  th e  Agreement s h a l l  be  no l e s s  f a v o u r a b le  th a n  
th o se  a p p l i c a b l e  ( a t  p r e s e n t  o r  i n  f u t u r e )  to  o t h e r  c o u n t r i e s  i n  
th e  P e r s i a n  G ulf  unde r  th e  G ene ra l  Agreement and r e l a t e d  a r r a n g e m e n ts " 0 
The companies were f u r t h e r  p a id  i n t e r e s t  on in v e s tm e n t  by NIOC 
and a g re e d  to  advance  to  NIOC 40 p e r  c e n t  o f  th e  funds  r e q u i r e d  
f o r  c a p i t a l  e x p e n d i tu r e  f o r  th e  f i r s t  f i v e  y e a r s  o f  th e  a g re e m e n t .^
The N a t io n a l  I r a n i a n  O il  Company f o r  th e  f i r s t  t im e  p la n n e d  
an o i l  p r o d u c t io n  p o l i c y  f o r  th e  fo rm er  c o n s o r t iu m  a r e a  t a k in g  i n t o  
acco u n t  th e  p r o d u c t io n  c a p a c i ty  o f  the  o i l f i e l d s ,  NIOC’ s commitment 
unde r  th e  new a g re e m e n t ,  i n t e r n a l  consum ption  and i t s  own crude  
e x p o r t .  The fo l lo w in g  t a b l e  shows th e  a n t i c i p a t e d  p r o d u c t io n  o f  
c rude  o i l  from th e  fo rm er  c o n s o r t iu m  a r e a  and i t s  d i s p o s i t i o n  
betw een  1973“ 1993 as d e s c r ib e d  by D r0 I'h F a l l a h ,  who was th e  
D i r e c t o r  i n  ch a rg e  o f  T e c h n ic a l  and I n t e r n a t i o n a l  A f f a i r s  o f  NIOC 
i n  June  1973.^
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TABLE V I I I . 1
DISPOSITION OF IRANIAN CRUDE 
( thousand
OIL PRODUCTION 1 973“-1 993 
b /d )
Year
S a le  to  
C onsortium
I n t e r n a l
Consumption
E xport  
by NIOC T o ta l
1973 4 ,833 284 200 5 ,317
1974 5,074 304- 300 5,678
1975 5,515 352 450 6,317
1976 5 ,959 388 600 6,947
1977 6 ,422 428 750 7 ,600
1978 6,237 463 900 7 ,600
1979 5 ,994 506 1 , 1 0 0 7 ,600
1980 5 ,764 550 1,300 7,614
1981 5 ,498 602 1 ,500 7,600
1982 5 ,445 655 1 ,500 7 ,600
1983 5 ,390 710 1,500 7,600
1984 5 ,342 771 1,500 7,613
1985 4 ,060 851 1 ,500 6,411
1986 2 ,970 92.9 1,500 5 ,399
1987 2,027 1 , 0 1 0 1 ,500 4 ,537
1988 1,364 1,090 1 ,259 3 ,713
1989 1,058 1,171 1,251 3 ,480
1990 704 1,251 704 2,659
1991 441 1,32.9 441 2 , 2 1 1
1992 211 1,410 210 1 ,831
1993 ' 8 1,490 8 1,506
S o u rc e ; M iddle  E a s t Economic Survey , June  29, 1973, 
*
p p ,2-3
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The new ag reem ent p ro v id e d  f o r  t h e  t a k e - o v e r  o f  th e  Abadan 
r e f i n e r y ,  th e  m ajor  e x p o r t  o r i e n t e d  r e f i n e r y  i n  I r a n ,  by th e  
n a t i o n a l  o i l  company, A g a in s NIOC would p r o c e s s  up to  300 ,00  
b a r r e l s  p e r  day o f  c ru d e  f o r  t h e  c o n so r t iu m  under  a  tw e n ty  y e a r  
p r o c e s s in g  a g re e m e n t ,^  But th e  t r a d i n g  companies k e p t  th e  r i g h t  
o f  g iv in g  NIOC n o t i c e  i f  th e y  w ished  to  p r o c e s s  l e s s  th a n  th e  
above amount a t  th e  Abadan r e f i n e r y .
F u r th e r  d i s c u s s i o n  of t h e  d e t a i l s  o f  t h i s  ag reem en t  i s  n o t  
r e l e v a n t  to  t h i s  s tu d y ,  a l th o u g h  i t s  im portance  ca n n o t  be  u n d e r ­
r a t e d .  As a r e s u l t  o f  t h i s  agreem ent th e  r o l e  o f  t h e  N a t io n a l  
I r a n i a n  O il  Company was d r a m a t i c a l l y  changed , and i t  co u ld  be 
argued  t h a t  f o r  t h e  f i r s t  t im e  i n  two decades NIOC r e a l i z e d . , t h e
chance  to  become an i n t e r n a t i o n a l  o i l  company.:
The P e t r o l eum Ac t  1974
The s a l e  and p u rc h a s e  ag reem ent was f i n a l i z e d  i n  t h e  summer o f
1973. I n  O ctober  1973 war b ro k e  o u t  betw een th e  Arabs and I s r a e l ,
and i n  th e  same month OPEC d e c id e d  to  i n c r e a s e  t h e  p r i c e  o f  c ru d e
o i l  u n i l a t e r a l l y  ( se e  C hap te r  3 ) .  The o i l  embargo and a su b seq u e n t
i n c r e a s e  o f  c ru d e  o i l  p r i c e  i n  December 1973 by OPEC, changed th e
s t r u c t u r e  of th e  i n t e r n a t i o n a l  o i l  i n d u s t r y .  NIOC's au£ ti .on  of o i l
9
i n  December 1973 a t t r a c t e d  p r i c e s  o f  up to  $17 p e r  b a r r e l ,  and was 
one o f  t h e  r e a s o n s  f o r  I r a n ' s  i n s i s t a n c e  on a p r i c e  r i c e .  NIOC, 
i n  p r i n c i p l e ,  was o p e r a t i n g  unde r  th e  P e tro le u m  A ct 1957 ( see  
C h a p te r  6 ) w hich  was no longer* a d e q u a te  c o n s id e r in g  th e '  changes i n
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th e  w orld  p e tro le u m  m a rk e t .  The new r o l e  which NIOC had to  p la y
011 b e h a l f  of I r a n  r e q u i r e d  a more up to  date, fram ew ork . A f t e r
a l l ,  t h e  P e t ro le u m  A ct o f  1957 d id  n o t  g iv e  NIOC th e  power to
engage i n  e x p l o r a t i o n  and p r o d u c t i o n  i n s i d e  th e  fo rm er  c o n s o r t iu m
a r e a ,  and even i n  t h i s  r e s p e c t  th e  f o r m a l i z a t i o n  o f  a new
p e tro le u m  a c t  was n e c e s s a r y .
The new petro leum , a c t  was p a s se d  by th e  I r a n i a n  p a r l i a m e n t
i n  August 1974, T h is  a c t  c o n s i s t s  o f  30 a r t i c l e s  d e a l i n g  w i th  a
v a r i e t y  of i s s u e s  c o n c e rn in g  th e  I r a n i a n  o i l  i n d u s t r y .  A r t i c l e  1
o f  th e  a c t  d e f i n e s  t h e  d i f f e r e n t  te rm s used  i n  th e  o i l  ag reem ents
such as ’’S e r v ic e  C o n t r a c t ” , " S a le  C o n t r a c t ” , a rea*  e t c ,  A r t i c l e  2
d e s c r i b e s  t h e  powers and d u t i e s  o f  th e  N a t io n a l  I r a n i a n  O il
Company as  f o l l o w s : ^
The N a t io n a l  I r a n i a n  O i l  Company s h a l l  have  th e  
r e s p o n s i b i l i t y  to  c a r r y  o u t  th e  d u t i e s  and to  
e x e r c i s e  t h e  r i g h t s  and powers p r e s c r i b e d  i n  t h i s  
A ct and to  e x e r c i s e  c o n t r o l  ove r  im p le m e n ta t io n  
t h e r e o f .  I n  p e rfo rm an ce  o f  th e  s a id  r e s p o n s i b i l i t y ,
th e  N a t io n a l  I r a n i a n  O il Company s h a l l  a c t  a c c o rd in g
to  i t s  l e g a l  s t a t u t e .
A r t i c l e  3 s t a t e s  t h e  e x c lu s i v e  a u t h o r i t y  o f  NIOC to  c o n c lu d e
c o n t r a c t s  on b e h a l f  o f  I r a n ,  and d e te rm in e s  th e  fram ework f o r  such
, 1 1c o n t r a c t s :
1 , The. P e t ro le u m  r e s o u r c e s  and th e  P e t ro le u m  I n d u s t r y  
of I r a n  b e lo n g  to  t h e  N a t io n .  The e x e r c i s e  o f  
s o v e r e i g n ty  r i g h t  o f  I r a n i a n  N a t io n  o v e r  th e  
P e t ro le u m  r e s o u r c e s  of I r a n  w i th  r e s p e c t  to  th e  
e x p l o r a t i o n ,  d e v e lopm en t,  p r o d u c t i o n ,  e x p l o i t a t i o n  
and d i s t r i b u t i o n  o f  P e tro le u m  th ro u g h o u t  th e  
c o u n try  and i t s  c o n t i n e n t a l  s h e l f  i s  e n t r u s t e d  
e x c l u s i v e l y  to  t h e  N a t io n a l  I r a n i a n  O il  Company 
who s h a l l  a c t  th e re u p o n  d i r e c t l y ,  o r  th ro u g h  i t s  
a g e n ts  and c o n t r a c t o r s .
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2. In  o r d e r  to  c a r r y  o u t  t h e  e x p lo ra t io n ,  and 
developm ent o f  P e t ro le u m  w i t h in  th e  open 
P e t ro le u m  D i s t r i c t s ,  th e  N a t io n a l  I r a n i a n  
O il  Company may n e g o t i a t e  w i th  any p e r s o n ,  
w h e th e r  I r a n i a n  o r  f o r e i g n e r ,  and may p r e p a r e  
and e x e c u te  any C o n t r a c t  which i t  may deem 
a p p r o p r i a t e  on th e  b a s i s  of S e r v ic e  C o n t r a c t  
and i n  c o n fo rm a t io n  w i th  th e  p r o v i s i o n s  and 
s t i p u l a t i o n s  o f  t h i s  A c t .  Such c o n t r a c t s  
s h a l l  be p u t  i n t o  e f f e c t  a f t e r  t h e i r  a p p ro v a l  
by th e  C ounc il  o f  M i n i s t e r s .
3 . Fo r  th e  p u rp o se  o f  e s t a b l i s h i n g  r e f i n e r i e s  and 
r e f i n i n g  P e t ro le u m  w i t h i n  th e  c o u n t r y ,  t h e  
N a t io n a l  I r a n i a n  O il  Company may a c t  d i r e c t l y  
o r  th ro u g h  p a r t i c i p a t i o n  w i th  any p e r s o n s  
w h e th e r  I r a n i a n  o r  f o r e i g n e r .  The p a r t i c i p a t i o n  
a r ra n g e m e n ts  made f o r  t h i s  p u rp o se  s h a l l  be 
s u b j e c t  to  t h e  f o l lo w in g  c o n d i t i o n s : ~
a) The. N a t io n a l  I r a n i a n  O il  Company s h a l l  n e v e r  
h o ld  l e s s  th a n  50 p e r  c e n t  of such  p a r t i c i p a t i o n s .
b) The p e r io d  o f  p a r t i c i p a t i o n  i n  each  c o n t r a c t  
s h a l l  be d e te rm in e d  by th e  N a t io n a l  I r a n i a n  O il  
Company, b u t  such p e r io d  s h a l l  n o t  exceed
2.0 y e a r s  i n  any c a s e .
4 .  The e n t i r e  c ru d e  o i l  d e l i v e r e d  to  t h e  r e f i n e r y
under S e c t io n  3 above s h a l l  be  p r i c e d  a t  th e
c u r r e n t  m arke t  p r i c e  and th e  r e f i n e r y  p r o f i t s
s h a l l  be  s u b j e c t  to  I r a n i a n  income t a x .
5 . For t h e  p u rp o se  o f  c a r r y in g  o u t  P e t ro le u m  O p e ra t io n s  
o u t s i d e  I r a n ,  t h e  N a t io n a l  I r a n i a n  O il  Company may 
p a r t i c i p a t e  w i th  any p e r s o n  and i n  any way i t  deems 
a p p r o p r i a t e .  The p r o v i s i o n s  o f  t h i s  Act s h a l l  n o t  
be a p p l i c a b l e  to  th e  o p e r a t i o n s  o f  t h e  N a t io n a l  
I r a n i a n  O il  Company a b ro a d .
A r t i c l e s  4 and 5 s e t  o u t  th e  d e c l a r a t i o n  o f  open  d i s t r i c t s  and
th e  manner i n  w hich th e  f o r e i g n  o i l  company b id s  m ust be  made.
A r t i c l e  6 g iv e s  NIOC th e  " f u l l  and com ple te  a u t h o r i t y  to  a c c e p t  o r
12to  r e j e c t  any o r  a l l  o f  t h e  b id s  r e c e i v e d " .  “ The p r i o r i t y  would
be g iv e n  to  th o s e  f i r m s  w hich e s p e c i a l l y  u n d e r ta k e  to  c a r r y  o u t
r e f i n i n g  o p e r a t i o n s  w i t h i n  t h e  c o u n t r y ,  and e n s u r e ,  or a t  l e a s t
f a c i l i t a t e ,  th e  e n t r y  o f  th e  N a t io n a l"  I r a n i a n  O il Company i n to
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v a r i o u s  s t a g e s  o f  t r a n s p o r t a t i o n ,  r e f i n i n g ,  d i s t r i b u t i o n  and
(13)s a l e s  of  o i l  i n  t h e  w or ld  m arke t  ( A r t i c l e  7 ) .
A r t i c l e s  8 '-12 d e a l  w i t h  t h e  r e g u l a t i o n s  concerned  w i th
s i g n i n g  of  a s e r v i c e  c o n t r a c t  a g re e m e n t ,  measurement  o f  t h e  a r e a  
o f  o p e r a t i o n ,  t h e  p e r i o d  o f  t h e  s e r v i c e  c o n t r a c t ,  t h e  o b l i g a t i o n s  
of- t h e  p a r t i e s  i n v o lv e d  and t h e  p e t r o l e u m  s a l e  c o n t r a c t  i n  c a s e  of  
commercial  d i s c o v e r y .  The r e s t  o f  t h e  a r t i c l e s  i n  t h e  P e t ro l e u m  Act 
1974 s e t  o u t  t h e  framework f o r  a l l  t h e  a s p e c t s  c o n c e r n in g  th e  s e r v i c e  
c o n t r a c t s  and p r o v i d e s  a b a s i s  f o r  s e t t l e m e n t  of  d i s p u t e s ,  
c o n s e r v a t i o n  m e a s u r e s , l a n d  a c q u i s i t i o n ,  e t c .  D e t e r m i n a t i o n  of  
t h e  p r i c e  i s  l e f t  t o  t h e  N a t i o n a l  I r a n i a n  O i l  Company a c c o r d i n g  to  
A r t i c l e  30 o f  t h i s  a c t , ^
1. N o t w i t h s t a n d i n g  any c o n t r a r y  p r o v i s i o n s  i n  t h e  
e x i s t i n g  c o n t r a c t s ,  t h e  N a t i o n a l  I r a n i a n  Oi l
Company s h a l l  d e t e r m i n e  t h e  p r i c e s  which  s h a l l
be  t h e  b a s i s  f o r  c o m p u ta t io n  of  r o y a l t y  ( s t a t e d  
payment)  and income t a x  of  c ru d e  o i l  and n a t u r a l
g a s ,  and d e c l a r e  same i n  each  c a se  a f t e r  t h e i r
a p p r o v a l  by t h e  C ounc i l  of  M i n i s t e r s .
2.  The N a t i o n a l  I r a n i a n  O i l  Company i s  a u t h o r i z e d  to  
d e t e r m i n e  and d e c l a r e ,  i n  each c a s e ,  t h e  p r i c e s  
which s h a l l  be t h e  b a s i s  f o r  c o m p u t a t i o n  of  income 
t a x  o f  p e t r o l e u m  p r o d u c t s .
3.  For  t h e  p u r p o s e  o f  s t a b i l i z i n g  t h e  v a l u e  and 
m a i n t a i n i n g  t h e  p u r c h a s i n g  power o f  f o r e i g n  exchange  
a c c r u i n g  to  I r a n  from t h e  s a l e  o f  o i l  and g a s ,
t h e  N a t i o n a l  I r a n i a n  Oi l  Company s h a l l  be  au tho r ized ,  
to  t a k e  any a c t i o n  and make any agreement  w i t h  t h e  
a p p r o v a l  o f  t h e  C ounc i l  of  ’M i n i s t e r s .
4 .  A l l  m easu res  t a k e n  by t h e  Government  w i t h  r e s p e c t  
t o  t h e  f o r e g o i n g  t h r e e  p a r a g r a p h s ;  p r i o r  t o  t h e  
r a t i f i c a t i o n  o f  t h i s  Act  a r e  he re b y  approved  and 
c o n f i r m e d .
5 .  The N a t i o n a l  I r a n i a n  Oi l  Company s h a l l  be empowered 
t o  p r e p a r e  t h e  r e g u l a t i o n s  and p r o v i s i o n s  r e q u i r e d  
f o r  t h e  i m p le m e n ta t io n  of  t h i s  A c t ,  and to  p u t  them 
i n t o  e f f e c t  a f t e r  . t h e i r  a p p ro v a l  by t h e  Counc i l  of 
M i n i s t e r s .
1 5 0
6 . Upon t h e  r a t i f i c a t i o n  o f  t h i s  A c t ,  t h e  Act  
c o n c e r n in g  t h e  r e s e a r c h ,  e x p l o r a t i o n  and 
e x t r a c t i o n  o f  o i l  t h r o u g h o u t  t h e  c o u n t r y  and 
c o n t i n e n t a l  s h e l f  r a t i f i e d  i n  Mordad 7 ,  1336, 
s h a l l  he  r e p e a l e d  and s u b s t i t u t e d  by t h i s  A c t .
The S t ahu t e  of  t h e _ N a t i o n a l  I r  a n l a  n ■011 Comp any
The new p e t r o l e u m  a c t  o u t l i n e d  t h e  r e s p o n s i b i l i t i e s  and 
power of  t h e  N a t i o n a l  I r a n i a n  Oi l  Company, which was e n t r u s t e d  
w i th  t h e  e x c l u s i v e  r i g h t  o f  c a r r y i n g  ou t  a l l  p e t r o l e u m  a c t i v i t i e s  
i n  t h e  c o u n t r y  and i t s  c o n t i n e n t a l  s h e l f . C o n s e q u e n t ly  a new 
l e g a l  s t a t u t e  was drawn up f o r  t h e  company d e t e r m i n i n g  NI0Cr s 
o b j e c t i v e s ,  f u n c t i o n s ,  o r g a n i z a t i o n  and r e l a t i o n s  w i t h  t h e  
government .  Here t h e  s i g n i f i c a n t  p a r t s  o f  t h i s  s t a t u t e  a s  f a r  
a s  t h i s  work i s  con c e rn e d  a r e  m e n t io n e d .
The S t a t u t e  o f  t h e  N a t i o n a l  I r a n i a n  O i l  Company was p a s s e d  
t h ro u g h  t h e  M a j l e s  on 22nd August  1974, and c o n s i s t e d  o f  t h r e e  
c h a p t e r s  and s i x t y - t w o  A r t i c l e s ,  C hap te r  One d e a l s  w i t h  g e n e r a l
p r o v i s i o n s  and c a p i t a l  o f  t h e  company, and c o n t a i n s  t h r e e  A r t i c l e
r  15as f o l l o w s :
1. The N a t i o n a l  I r a n i a n  Oi l  Company, i n c o r p o r a t e d
unde r  t h e  Act  o f  o r d i b e h e s h t  9 t h ,  1330 ( A p r i l  3 0 t h ,  
1951) and h e r e i n a f t e r  c a l l e d  " t h e  Company" i s  a 
j o i n t - s t o c k  commerc ial  company which s h a l l  c a r r y  
ou t  i t s  o p e r a t i o n s  w i t h  due r e g a r d  t o  t h e  f u n c t i o n s  
r i g h t s  and powers  p r o v id e d  f o r  i n  t h e  P e t r o l e u m  Act 
approved  on Mordad 8 t h ,  1363 ( J u l y  3 0 t h ,  1974) and 
i n  o t h e r  s p e c i a l  laws c o n c e r n in g  o i l ,  gas  and 
p e t r o c h e m i c a l s ,  i n  a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  
o f  t h i s  S t a t u t e ,  I n  c a s e s  where, no p r o v i s i o n  has  
been  made i n  t h i s  S t a t u t e  or  i n  t h e  a f o r e s a i d  A c t s ,  
t h e  p r o v i s i o n s  of  t h e  Commercial  Code s h a l l  a p p ly .
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2. The r e g i s t e r e d  O f f i c e  o f  t h e  Company i s  i n  
T e h ran .  The Company may e s t a b l i s h  b r a n c h e s  
and a g e n c i e s  i n  I r a n  o r  ab road  f o r  t h e  c onduc t  
of  i t s ' o p e r a t i o n s *
3. The c a p i t a l  of  t h e  Company i s  one hundred  thousand  
m i l l i o n  R i a l s  d i v i d e d  i n t o  t e n  t h o usa nd  r e g i s t e r e d  
s h a r e s  of  t e n  m i l l i o n  R i a l s  each  of  which  f i f t y  p e r  
c e n t  has  be e n  p a id  up .  A l l  t h e  Company's s h a r e s  
be long  tc  t h e  Government o f  I r a n  and a r e  non­
t r a n s f e r  a b l e .
Note :  F i v e  thousand  m i l l i o n  R i a l s  o f  t h e  Company's
p a i d - u p  c a p i t a l  has  be e n  pa id  by t h e  Government  and 
t h e  r e m a in in g  f o r t y  f i v e  thousand  m i l l i o n  R i a l s  has  
b e e n  p r o v id e d  o u t  o f  t h e  c r e d i t s  r e c e i v e d  b}?- t h e  
Company from t h e  P l a n  O r g a n i s a t i o n  and t r a n s f e r r e d  
to  t h e  c a p i t a l  a c c o u n t .  The h o l d e r  o f  t h e  s h a r e s  
has  u n d e r t a k e n  to  pay t h e  unpa id  p o r t i o n  o f  t h e  
c a p i t a l  a t  t h e  r e q u e s t  of  t h e  Board o f  D i r e c t o r s  
and w i t h  t h e  a p p r o v a l  o f  t h e  Gene ra l  M e e t in g .  Any 
i n c r e a s e  i n  t h e  c a p i t a l  s h a l l  be  s u b j e c t  t o  t h e  
r e q u e s t  made by t h e  Board o f  D i r e c t o r s  , and t o  
t h e  c o n f i r m a t i o n  o f  t h e  G e n e ra l  M eet ing  and f i n a l  
a p p r o v a l  by t h e  Counc i l  of  M i n i s t e r s .
C hap te r  Two o f  t h e  S t a t u t e  o f  NIOC c o n s i s t s  of  n i n e  a r t i c l e s
(4™ 12) o u t l i n i n g  th e  o b j e c t i v e s  of  the. company, i t s  f u n c t i o n s  i n
t h e  I r a n i a n  o i l  i n d u s t r y  and i t s  l e g a l  r i g h t s  and powers .  A r t i c l e  4
s t a t e s  t h e  o b j e c t i v e s  of  NIOC as  f o l l o w s : ^
The o b j e c t  and t h e  p r i n c i p a l  f u n c t i o n  o f  t h e  Company i s  
t o  e x e r c i s e  t h e  ownersh ip  r i g h t  of  t h e  p e o p l e  o f  I r a n  
i n  c o n n e c t i o n  w i t h  o i l  and gas  r e s e r v o i r s  t h r o u g h o u t  
t h e  C o u n t r y ,  as  w e l l  as  i n  t h e  c o n t i n e n t a l  s h e l f  t h e r e o f ,  
and to  engage i n  o i l ,  g a s ,  and p e t r o c h e m i c a l  i n d u s t r i e s  
o p e r a t i o n s  as  w e l l  a s  i n  r e l a t e d  i n d u s t r i e s  v?it l i in t h e  
c o u n t r y  and a b road  as  f o l l o w s :
a)  To s e a r c h ,  p rospec t - ,  s u rv e y ,  e x p l o r e ,  e x t r a c t  and 
p r o d u c e ,  t r a n s p o r t  and r e f i h e  c ru d e  o i l ,  n a t u r a l  
gas  and o t h e r  n a t u r a l  h y d roca rbons  (b o th  l i q u i d  and 
s o l i d ) ;  to- m a n u f a c t u r e  and p r o c e s s  a l l  k i n d s  of
t h e  main  p e t r o l e u m  p r o d u c t s  such as  gas  and l i q u i d
g a s ,  and gas  d e r i v a t i v e s ,  and v a r i o u s  k i n d s  of  
p e t r o l ,  k e r o s e n e ,  gas  o i l , . f u e l  o i l s ,  b i tum en ,  
a s p h a l t  and any o t h e r  o i l  p r o d u c t s  which p roduce  
e n e rg y ;  t o  c a r r y  o u t  a l s o  a l l  k i n d s  of  o p e r a t i o n s  
f o r  t h e  m a r k e t i n g ,  t r a n s p o r t a t i o n ,  d i s t r i b u t i o n ,  
e x p o r t  and s a l e  of t h e  s a i d  p r o d u c t s  i n  I r a n  and 
a b r o a d .
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Note :  The e x e r c i s e  o f  f u n c t i o n s  m e n t ione d  i n  t h i s
S e c t i o n  th r o u g h o u t  t h e  c o u n t r y  and i n  t h e  C o n t i n e n t a l  
S h e l f  s h a l l  he e x c l u s i v e l y  u n d e r t a k e n  by t h e  Company, 
e x c e p t  where  o t h e r  f i r m s  have  been  o r  s h a l l  be i n  
f u t u r e  a u t h o r i z e d ,  by v i r t u e  of  s e p a r a t e  en a c tm e n t s  * 
to  p a r t i c i p a t e  i n  some of  t h e s e  o p e r a t i o n s ; i n  which 
c a s e  t h e  Company s h a l l  e x e r c i s e  f u l l  c o n t r o l  over  
them t o  e n s u r e  t h e  e f f i c i e n t  conduc t  o f  such  
o p e r a t i o n s .
b) To m a n u f a c t u r e  b y - p r o d u c t s  and o i l  d e r i v a t i v e s  
such as  moto r  o i l ,  grease , ,  p a r a f f i n *  v a s e l i n e  and 
to  t r a n s p o r t *  d i s t r i b u t e ,  e x p o r t  and s e l l  them 
t h r o u g h o u t  t h e  c o u n t r y  and a b ro a d .
Note  1 -  Engagement  i n  t h e  o p e r a t i o n s  m en t io n e d  in  
t h i s  S e c t i o n  by p r i v a t e  p e r s o n s  and f i r m s  s h a l l  i n  a l l  
c a s e s  be s u b j e c t  tii t h e  Company's a p p r o v a l  and t o  t h e  
o b t a i n i n g  o f  a s p e c i a l  p e r m i t  f rom t h e  M i n i s t r y  of  
I n d u s t r i e s  and Mines.  The Company s h a l l ,  however ,  
e x e r c i s e  t h e  n e c e s s a r y  c o n t r o l  t o  e n s u r e  t h a t  t h e  
q u a l i t y  of  such  p r o d u c t s  conforms to  t h e  i n t e r n a t i o n a l  
s t a n d a r d s .  P r i c e s  f o r  t h e s e  p r o d u c t s  s h a l l  be 
d e t e r m i n e d  by t h e  M i n i s t r y  o f  I n d u s t r i e s  and Mines 
a f t e r  c o n s u l t a t i o n  w i t h  t h e  Company,
Note 2 -- I n  t h e  e v e n t  t h a t  p r i v a t e  p e r s o n s  and f i r m s  
e ngag ing  i n  t h e  m a n u f a c t u r e  of  o i l  d e r i v a t i v e s  and 
b y - p r o d u c t s  m e n t ione d  i n  t h e  above n o t e ,  p r o d u c e d ,  i n  
t h e  c o u r s e  o f  t h e i r  o p e r a t i o n s , ,  a c e r t a i n  q u a n t i t y  of 
t h e  main  p r o d u c t s  m en t ione d  i n  S e c t i o n  (A) above ,  
wh ich may be  e x c l u s i v e l y  p roduced  by t h e  Company, t h e  
d i s t r i b u t i o n ,  s a l e  and e x p o r t  of  t h e  s a i d  p r o d u c t s  
s h a l l  i n  each c a s e  be s u b j e c t  to  t h e  Company’ s 
p e r m i s s i o n  and s h a l l  be e f f e c te d ,  in  a c c o r d a n c e  w i t h  
r e g u l a t i o n s  t o  be  n o t i f i e d  by t h e  Company,
c)  To make e f f o r t s  and t a k e  a p p r o p r i a t e  m ea s u res  f o r  t h e  
_• deve lopm ent  and p r o g r e s s i o n  o f  t h e  Oi l  I n d u s t r y ,  and
i n  t h e  r e l a t e d  i n d u s t r i e s  f rom s c i e n t i f i c ,  t e c h n i c a l ,  
com m erc ia l ,  economic and o t h e r  p o i n t s  o f  v iew  and to  
make t h e  n e c e s s a r y  plans,  f o r  t h e  p r o p e r  e x p l o i t a t i o n  
of  t h e  p ro v en  d e p o s i t s .
d) To c o n s e r v e  t h e  s u b t e r r a n e a n  o i l ,  gas  and o t h e r  
h y d r o c a r b o n  d e p o s i t s  and to  do w h a te v e r  i s  n e c e s s a r y  
to  p r e v e n t  t h e s e  m i n e r a l s  t h r o u g h o u t  t h e  c o u n t r y  
and i n  t h e  C o n t i n e n t a l  S h e l f  t h e r e o f  f rom be in g  
w a s t e d .
e) To engage i n  v a r i o u s  b r a n c h e s  of  p e t r o c h e m i c a l ,  g a s '  
and t h e  r e l a t e d  i n d u s t r i e s .
f )  To dngage i n  such dev e lo p m en ta l  and a g r i c u l t u r a l  
a c t i v i t i e s  as  a r e  deemed n e c e s s a r y  f o r  t h e  o i l  
o p e r a t i o n s  i n  t h e  Company's o p e r a t i o n a l  a r e a s .  The 
Company s h a l l  a l s o  be a u t h o r i s e d  to  conduc t  o t h e r  
i n d u s t r i a l  and commercial  a c t i v i t i e s  by t h e  c o n s e n t  
o f  t h e  S h a r e h o l d e r s  G e ne ra l  M e e t ing .
1 5 3
A r t i c l e  5 o f  t h e  S t a t u t e  of  NIOC g i v e s  d e t a i l s  of  t h e  
r i g h t s  and powers e n t r u s t e d  to  NIOC t o  c a r r y  o u t  t h e  above 
o b j e c t i v e s .  F o l lo w in g  a r e  some of  t h e s e  r i g h t s  chosen  from 
A r t i c l e  5 : ^
a) To e s t a b l i s h  S u b s i d i a r y  and A f f i l i a t e d  c o m p a n ie s 3 
b r a n c h e s  and a g e n c i e s  i n  I r a n  and a b road  o r  t o  
d i s s o l v e  them.
b)  To e n t e r  i n t o  c o - o p e r a t i o n  and p a r t n e r s h i p  ag reem en ts  
w i t h  i n d i v i d u a l s  and f i r m s  i n  I r a n  and a b road  and to  
p u r c h a s e  and own s h a r e s  i n  o t h e r  companies  w i t h  t h e  
r i g h t  t o  s e l l  o r  t r a n s f e r  them.
c)  To buy ,  s e l l a l e a s e  o r  t a k e  on lease,  movable  and 
immovable p r o p e r t y  o f  e v e ry  d e s c r i p t i o n s  to  
a c q u i r e  any p r o p e r t y  or  r i g h t  which  may be 
t r a n a f e r r e d  t o  t h e  Company unde r  t h e  laws o f  t h e  
c o u n t r y .
d) To o b t a i n  and g r a n t  c r e d i t s  and lo a n s  w i t h i n  t h e  
Coun t ry  o r  ab road  f o r  t h e  p u r p o se  of  a c h i e v i n g  t h e  
Company1s obj  e c t i v e s .
Note  1 -  The g r a n t i n g  o f  l o a n s  and c r e d i t s  a b road  and 
o r  t h e  o b t a i n i n g  o f  l o a n s  and c r e d i t s  f rom a b road  s h a l l  
be  s u b j e c t  to  t h e  a p p r o v a l  of  t h e  G ene ra l  M ee t ing  o f  t h e  
S h a r e h o l d e r s ! R e p r e s e n t a t i v e s .
Note 2 -  The g r a n t i n g  of  lo an s  and c r e d i t s  i n  the '
C oun t ry  s h a l l  be w i t h i n  t h e  l i m i t s  of  t h e  Company*s 
approved  b u d g e t .
e)  To c onduc t  t e c h n i c a l ,  s c i e n t i f i c , commerc ia l  and 
economic s t u d i e s  and r e s e a r c h e s .
h) To e x e c u t e  employments, c o n t r a c t i n g  o r  c o n s u l t i n g
ag re e m e n t s  w i t h  f i r m s  o r  i n d i v i d u a l s ,  b o t h  I r a n i a n  
and e x p a t r i a t e ,  
k) The Company may, whenever  i t  deems e x p e d i e n t ,  have
some of  i t s  o p e r a t i o n s  c a r r i e d  o u t  by a g e n c i e s  or  
c o n t r a c t o r s .
A r t i c l e  6 p r o v i d e s  NIOC w i t h  t h e  l e g a l  f ramework to  s e ek
government  s u p p o r t  i n  s e c u r i n g  t h e  n e c e s s a r y  l e g i s l a t i o n  f o r  t h e
18f u t u r e  o p e r a t i o n  o f  t h e  company:
■ Whenever t h e  e x e c u t i o n  o f  t h e  o p e r a t i o n s  o f  t h e  Company 
o r  o f  any of  i t s  s u b s i d i a r y  o r  a f f i l i a t e d  companies  
r e q u i r e s  Government  a p p r o v a l  o r  t h e  t a k i n g  o f  any a c t i o n  
on t h e  p a r t  o f  Government  t h e  Company s h a l l  submit  t h e  
n e c e s s a r y  p r o p o s a l s  to  t h e  Prime M i n i s t e r  f o r  h i s  
a p p r o p r i a t e  i n s t r u c t i o n .  Lega l  b i l l s  r e l a t e d  t o  t h e  
Company s h a l l  be s u b m i t t e d  t o  t h e  Houses of  P a r l i a m e n t  by 
t h e  Prime M i n i s t e r  o r  a  M i n i s t e r  o f  S t a t e  a p p o i n t e d  by him.
1 5 4
The law g o v e rn in g  t h e  NIOC's income t a x  l i a b i l i t y  t o  the
19T r e a s u r y  i s  s t a t e d  m  A r t i c l e s  9 and 10 of  the  S t a t u t e  as  f o l l o w s :
9,  ' The company's  as  w e l l  as  i t s  s u b s i d i a r y  and a f f i l i a t e d
companies '  income t a x  s h a l l  be c o l l e c t e d  on t h e i r  n e t  
p r o f i t s  a t  the  r a t e s  and i n  a c co rda nce  w i t h  s t a t u t o r y  
r e g u l a t i o n s  p e r t a i n i n g  t o  income t a x  a p p l i c a b l e  to  o i l  
companies ,  No o t h e r  t a x e s ,  c h a r g e s ,  d u t i e s ,  e t c , ,  
w h a t s o e v e r  s h a l l  be c o l l e c t e d  from th e  Company, i t s  
s u b s i d i a r y  and a f f i l i a t e d  companies  ove r  and above 
t h o s e  which may be  c o l l e c t e d  from o i l  companies  i n  
a c co rd a n ce  w i t h  t h e  p r o v i s i o n s  o f  t h e  law. P r o f i t s  
e a r n e d  by the  Company, i t s  s u b s i d i a r y  and a f f i l i a t e d  
companies ,  d e r i v e d  from n o n - n i l  o p e r a t i o n s ,  s h a l l  be 
s u b j e c t  to  t h e  S t a t e ' s  g e n e r a l  t a x a t i o n  r e g u l a t i o n s .
Note 1 -  Charges and f e e s  imposed,  by v i r t u e  o f  the  law,  
by Government o r  l o c a l  a u t h o r i t i e s  f o r  s e r v i c e s  
r e n d e r e d  by them a t  t h e  r e q u e s t  o f  the  Company or  i t s  
s u b s i d i a r y  and a f f i l i a t e d  companies  f o r  s e r v i c e s  
r e n d e r e d  t o  t h e  p u b l i c  g e n e r a l l y ,  s h a l l  be p a y a b le  by 
the  Company, as  w e l l  as i t s  s u b s i d i a r y  and a f f i l i a t e d  
c om pa n ie s .
Note 2 -  The P e n s io n  and Saving Funds o f  t h e  I r a n i a n  
employees o f  the  O i l  I n d u s t r y ,  as w e l l  as r e t i r e m e n t  
p e n s i o n s  p a i d  to  the  Company s t a f f  employed s h a l l  be 
exempt f rom payment  o f  any t a x e s .  The i n t e r e s t  p a y a b le  
on P e n s io n  and Saving  Funds d e p o s i t e d  w i t h  I r a n i a n  
banks  as  w e l l  as  t h e  i n t e r e s t  p a y a b le  on lo a n s  g r a n t e d  
o u t  o f  the  s a i d  Funds to  O i l  I n d u s t r y  s t a f f  o r  t o  the  
Company o r  i t s  s u b s i d i a r y  and a f f i l i a t e d  companies  s h a l l  
a l s o  be exempt f rom t a x e s ,
10„ The Company may, o u t  o f  i t s  revenues  i n  f o r e i g n  exchange  and 
w i t h i n  t h e  l i m i t  o f  i t s  app roved  b u d g e t  pay i t s  f o r e i g n  
exchange  e xpenses  and commitments i n c u r r e d  i n  I r a n  and 
abroado The Company s h a l l ,  a t  t h e  b e g i n n i n g  o f  each  y e a r ,  
o b t a i n  t h e  o v e r a l l  a p p r o v a l  o f  the  F o r e ig n  Exchange 
C o n t r o l  A u t h o r i t i e s  f o r  u t i l i z i n g  i t s  an n u a l  exchange  
a l l o c a t i o n s ,  and s h a l l  submi t  q u a r t e r l y  s t a t e m e n t s  o f  i t s  
f o r e i g n  exchange  e x p e n d i t u r e s  to  the  s a i d  A u t h o r i t i e s  and 
to  the  T r e a s u r y  G e n e r a l ,
The r e s t  o f  t h e  A r t i c l e s  i n  Chap te r  Two, namely A r t i c l e s  11 and
12 d e a l  i n  d e t a i l  w i t h  the  a c q u i s i t i o n  of  l a n d ,  w a t e r  and o t h e r
m a t e r i a l s  needed  by t h e  company. Cha p te r  Three i s  conc e rne d  w i t h  the
company's  o r g a n i z a t i o n ,  which  i s  b a s i c a l l y  d i v i d e d  i n t o  t h r e e  main
20s e c t i o n s  a c c o r d in g  to  A r t i c l e  13.
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1. G e ne ra l  Meet ing  o f  S h a r e h o l d e r s 1 R e p r e s e n t a t i v e s
2. Board o f  D i r e c t o r s  and th e  Managing D i r e c t o r
3. High Board o f  I n s p e c t o r s
A r t i c l e  14 o f  the  NIOC’ s S t a t u t e  s t a t e s  t h a t  t h e  s h a r e h o l d e r s
21s h a l l  be r e p r e s e n t e d  a t  t h e  G e ne ra l  Meet ing by th e  f o l l o w i n g :
10 The Prime M i n i s t e r
2.  The M i n i s t e r  o f  Economic A f f a i r s  and F ina nce
3„ The M i n i s t e r  o f  Energy
4. The M i n i s t e r  o f  I n d u s t r i e s  and Mines
5 .  The M i n i s t e r  o f  Labour  and S o c i a l  S e r v i c e s
6 . The M i n i s t e r  o f  S t a t e  and D i r e c t o r  o f  t h e  P l a n
and Budget  O r g a n i z a t i o n
7c A no the r  M i n i s t e r  t o  be nom in a ted  and i n t r o d u c e d  
by th e  Prime M i n i s t e r  
Note 1 -  The G ene ra l  Meet ing  s h a l l  be p r e s i d e d  ove r  by 
t h e  Prime M i n i s t e r  and i n  h i s  absence  by one o f  the  
M i n i s t e r s  p r e s e n t  a t  the  G enera l  Meet ing p r e v i o u s l y  
nom ina ted  and i n t r o d u c e d  by t h e  Prime M i n i s t e r .
Note 2 -  In  the  e v e n t  t h a t  any o f  the  M i n i s t e r s  who i s  
a member o f  the  G ene ra l  Meet ing  i s  una b le  t o  a t t e n d  one 
o f  t h e  m e e t i n g s ,  h i s  s u b s t i t u t e  f o r  the  same m e e t in g  
s h a l l  be n om ina ted  by the  Prime M i n i s t e r s  f rom among 
o t h e r  Minis  t e r s .
A r t i c l e s  15 t o  43 g iv e  f u n c t i o n s  and r e g u l a t i o n s  c o n c e r n in g
th e  Gene ra l  M eet ing  o f  s h a r e h o l d e r s ’ r e p r e s e n t a t i v e s ,  the  Board of
D i r e c t o r s  and the  Managing D i r e c t o r  and the  High Board o f  I n s p e c t o r s .
The main A r t i c l e s  c o n c e r n in g  the  b a l a n c e  s h e e t  and p r o f i t  and l o s s
2 ?a c c o u n t  a r e  A r t i c l e s  47 to  53,  which  a r e  as  f o l l o w s :
47. The Company’ s a s s e t s  as shown on th e  Ba lance  S h e e t  s h a l l  
be e v a l u a t e d  a t  the  p u r c h a s e  o r  c o s t  p r i c e  l e s s  
d e p r e c i a t i o n .  D o u b t f u l  c la im s  s h a l l  be e v a l u a t e d  a t  
t h e i r  c o n t i n g e n t  v a lu e  on the  d a t e  o f  d rawing  up th e  
Ba lance  S h e e t .  Bad d e b t s  s h a l l  n o t  be i n c l u d e d  i n  t h e  
a s s e t s .
Note 1 ~ Should t h e  Board o f  D i r e c t o r s  deem i t  n e c e s s a r y  
t h a t  whole o r  p a r t  o f  t h e  Company’ s a s s e t s  s h o u ld  be 
r e a p p r a i s e d ,  i t  may, s u b j e c t  to  the  a p p r o v a l  o f  the  
G e n e ra l  M ee t ing ,  t a k e  measures  f o r  a r e a p p r a i s a l ,  and 
and any i n c r e a s e  o r  d e c r e a s e  i n  t h e  v a l u e  r e s u l t i n g  
t h e r e f r o m  s h a l l  be t r a n s f e r r e d  to  the  S p e c i a l  R e se rve s  
Account  r e f e r r e d  to  i n  A r t i c l e  49.
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Note 2 “  The r a t e  o f  d e p r e c i a t i o n  i n  r e s p e c t  of  
v a r i o u s  types  o f  the  Company's a s s e t s  s h a l l  be 
d e t e r m i n e d  i n  a c co rd a n ce  w i t h  sound p r i n c i p l e s  
p r a c t i s e d  i n  O i l  Indus  t r y , and s h a l l  be a p p l i e d  
a f t e r  b e i n g  approved  by the  Board o f  D i r e c t o r s .
48.  The Company s h a l l  t r a n s f e r  to  t h e  G ene ra l  Reserve  
Account  e v e ry  y e a r  1% o f  i t s  t o t a l  income.
49. The Company s h a l l , s u b j e c t  to  the  a p p r o v a l  o f  the  
G e n e ra l  M e e t in g ,  s e t  a s i d e  from i t s  t o t a l  revenue  
a p p r o p r i a t e  ammounts as s p e c i a l  r e s e r v e s  to  meet  
t h e  Company's r e q u i r e m e n t s  a c c o r d in g  to  t h e  O i l  
I n d u s t r y  p r a c t i c e ,
50.  By t h e  t o t a l  revenue  i s  meant  the  n e t  p r o f i t  p l u s  
t h e  r o y a l t y  ( s t a t e d  payment) and funds  e a r n e d  by
th e  Company as b o n u s ,  r e n t a l ,  and r e f u n d  o f  e x p l o r a t i o n  
e x p e n d i t u r e  as  w e l l  as  any amount e a r n e d  from 
s u b s i d i a r y  and a f f i l i a t e d  companies  as  t h e i r  n e t  
p r o f i t  a f t e r  payment  o f  t h e i r  income t a x .
Note 1 -- Ne t  p r o f i t  means the  income d e r i v e d  from the  
s a l e  o f  c rude  o i l ,  n a t u r a l  gas and o t h e r  p r o d u c t s  as  
w e l l  as  f rom Company's o t h e r  d i r e c t  o p e r a t i o n s  l e s s  
c u r r e n t  e x p e n d i t u r e s  and d e p r e c i a t i o n s .
Note 2 “  The Company s h a l l  draw up a r e g u l a r  q u a r t e r l y  
r e p o r t  showing i t s  e s t i m a t e d  income f o r  t h e  n e x t  q u a r t e r  
and d i s p a t c h  th e  same to  the  M i n i s t e r  o f  Economic 
A f f a i r s  and F i n a n c e .
51.  The Company's r ev e n u e s  from the  s t a t e d  payment  and th e  
amounts e a r n e d  b}T the  Company as bonus and r e n t a l  
s h a l l  n o t  be t a x a b l e ,
5 2 o The Company s h a l l  p r o v i d e  ou t  o f  i t s  t o t a l  income and 
w i t h i n  t h e  l i m i t  o f  i t s  app roved  b u d g e t  t h e  c a p i t a l  
r e q u i r e d  f o r  t h e  e x p a n s i o n  o f  t h e  Company’ s o p e r a t i o n s  
as  w e l l  as  f o r  any o t h e r  k i n d  o f  i n v e s t m e n t ,  and i n  
c a se  t h e  s a i d  income docs n o t  s u f f i c e ,  t h e  G e n e r a l  
M eet ing  s h a l l  p r o v i d e  t h e  same from any o t h e r  s o u rc e  
deemed a p p r o p r i a t e .
5 3 o Any b a l a n c e  r em a in in g  from the  t o t a l  income a f t e r
d e d u c t i o n  of  the  amounts which a r e  p a i d  i n  a c co rda nce  
w i t h  t h e  p r o v i s i o n s  o f  t h i s  S t a t u t e  s h a l l  be p a i d  over  
t o  t h e  T r e a s u r y  G e n e r a l .
The r e m a in i n g  n i n e  A r t i c l e s  o f  t h e  NIOC's S t a t u t e  d e a l  w i t h  
m i s c e l l a n e o u s  p r o v i s i o n s .  For  i n s t a n c e ,  A r t i c l e  59 d e a l s  w i t h  c a s e s  
where a d i f f e r e n c e  of  o p i n i o n  a r i s e s  be tw een  th e  company and
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M i n i s t r i e s ,  and A r t i c l e  60 p r o h i b i t s  company employees from
. . .  . . 23e ngag ing  i n  p o l i t i c a l  a c t i v i t i e s  w i t h i n  NIOC*
59* I n  c a s e s  where a d i f f e r e n c e  o f  o p i n io n  may a r i s e  
be tw een  t h e  Company and any o f  t h e  M i n i s t r i e s ,
O r g a n i z a t i o n s  a f f i l i a t e d  to  the  Government ,  o r  
m u n i c i p a l i t i e s ,  t h e  m a t t e r  s h a l l  be r e p o r t e d  by th e  
Company to  t h e  Prime M i n i s t e r ,  and the  l a t t e r  s h a l l  
r e f e r  t h e  m a t t e r  i n  d i s p u t e  to  a  commit tee  composed 
o f  the  r e p r e s e n t a t i v e s  o f  the  Prime M i n i s t e r  and 
th o se  o f  bo th  p a r t i e s *  The s a i d  commit tee  s h a l l  
ende avou r  to  s e t t l e  t h e  . d i s p u t e  a m ic ab ly ,  b u t  i f  
t h e  d i s p u t e  i s  n o t  s e t t l e d  i n  t h i s  manner ,  the  case  
s h a l l  be r e f e r r e d  to  t h e  Counc i l  o f  M i n i s t e r s ,  whose 
d e c i s i o n  s h a l l  be b i n d i n g  on b o t h  p a r t i e s *
60* Company employees s h a l l  have no r igh t ;  to  engage  i n  
p o l i t i c a l  a c t i v i t i e s  i n  t h e  Company's o f f i c e s  and 
p l a c e s  r e l a t e d  t o  the Company's b u s i n e s s *  Nor s h a l l  
t h e y  be p e r m i t t e d  t o  h o l d  m e e t ings  i n  the  s a i d  o f f i c e s  
and p l a c e s ,  w i t h o u t  p r i o r  p e r m i s s i o n  from th e  
Company* F u r th e r m o r e ,  t h e  f o u n d a t i o n  and p u b l i c a t i o n  o f  
p o l i t i c a l  newspapers  and magaz ines  and membership of  
t h e  e d i t o r i a l  b o a r d  o f  t h i s  c a t e g o r y  o f  t h e  p r e s s  as 
w e l l  as  p u b l i c a t i o n  o f  p o l i t i c a l  a r t i c l e s  by t h e  Company 
employees s h a l l  be p r o h i b i t e d .  Moreover ,  p u b l i c a t i o n  
o f  any k i n d  o f  i n f o r m a t i o n  c o n c e r n in g  the  Company's 
o p e r a t i o n s  s h a l l  be p r o h i b i t e d  e x c e p t  by w r i t t e n  p e r m i s s i o n  
o f  t h e  Company* Those employees v i o l a t i n g  th e  p r o v i s i o n s  
o f  t h i s  A r t i c l e  s h a l l  be  l i a b l e  t o  a d m i n i s t r a t i v e  and 
d i s c i p l i n a r y  a c t i o n  a c c o r d i n g  to  the  Company's r e g u l a t i o n s .
O p e r a t i o n s  o f  t h e N a t i o n a l  I r a n i a n  O i l  Company
The N a t i o n a l  I r a n i a n  O i l  Company d i r e c t s ,  c o n t r o l s  and co­
o r d i n a t e s  t h e  a c t i v i t i e s  o f  numerous e n t i t i e s  o f  v a r y i n g  s i z e  and 
f u n c t i o n  a c t i v e  i n  t h e  I r a n i a n  o i l  . industry* The companies  i n v o lv e d  
i n  t h e  I r a n i a n  o i l  i n d u s t r y ,  a p a r t  f rom th e  whol ly -owned  ■ 
s u b s i d i a r i e s  o f  NIOC, a r e  e i t h e r  j o i n t  v e n t u r e  companies  i n  I r a n  and
a b ro a d ,  o r  m a jo r  c o n t r a c t o r s  o f  NIOC. The whol ly -owned s u b s i d i a r i e s
24o f  NIOC a re  as  f o l l o w s :
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9.N a t i o n a l  I r a n i a n  Gas Company
N a t i o n a l  P e t r o c h e m i c a l  Company
N a t i o n a l  I r a n i a n  Tanker  Company
Abwaz P ipe  M i l l s
I r a n  O i l  Company
I r a n i a n  Oi l  Company UK L td .
I r a n i a n  I n t e r n a t i o n a l  O i l  Company (USA)
NIOCTs j o i n t  v e n t u r e  companies  b a s e d  on 50-50 e q u i t y  
25b a s i s  m  I r a n  a r e :
S o c i e t e  I r a n o  I t a l i e n n e  de.s P e t r o l e s  (SIRIP)
I r a n  Pan-American O i l  Company (IPAC)
I r a n i a n  Marine I n t e r n a t i o n a l  O i l  Company (IMINCO) 
Lavan P e t r o l e u m  Company (LAPCO)
I r a n  Nippon P e t ro l e u m  Company (INPECO)
Hormos P e t r o l e u m  Company (HOPECO)
The j o i n t  v e n t u r e  companies  o u t s i d e  I r a n  i n  which NIOC
, • • ,  26p a r t i c i p a t e s  a r e :
Madras F e r t i l i s e r  Company 
Madras R e f i n e r y  L t d 0
N a t i o n a l  P e t ro l e u m  R e f i n e r i e s  o f  South A f r i c a  
The companies  a c t i n g  as  m ajo r  NIOC c o n t r a c t o r s  a r e  l i s t e d  
i n  the  f o l l o w i n g  t a b l e .
a The s t a t u t e s  o f  t h e s e  two companies  have r e c e n t l y  been  changed 
and t h e  a v a i l a b l e  i n f o r m a t i o n  s u g g e s t s  t h a t  t h e y  have now been 
g i v e n  f u l l  independence  and l e g a l  f ramework.
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TABLE V I I I . 2 
COMPANIES ACTING AS MAJOR NIOC CONTRACTORS
S e r v ic e  
C o n t r a c t o r s  
t o  NIOC
Owners P e r  c e n t  
Share
O i l  S e r v i c e  Company o f  I r a n  
( p r i v a t e  company)
T o t a l  I r a n
European  Group o f  Oil  
Companies (EGOCO)
P h i l l i p s  P e t r o l e u m  Company 
of  I r a n  (PHILIRAN)
U l t ra m ar  I r a n  O i l  Company 
SOFIEAN
Owned by I r a n  O i l  
P a r t i c i p a n t s  L t d 0, 
which  i n  t u r n  i s  
owned as f o l l o w s :
B r i t i s h  P e t r o l e u m  40
Royal Dutch S h e l l  14
Compagnie F r a n c a i s e
des P e t r o l e s  6
Exxon 7
Gulf  O i l  7
Mobil  O i l  7
S ta n d a r d  O i l  o f  C a l i f o r n i a  7 
Texaco 7
I r i c o n  Agency Ltd., 5
Compagaie F r a n c a i s e
des P e t i o l e s  (CFP) 100
E n t e r p r i s e  de Rec.barches 
e t  d ’A c t i v i t i e s  
P e t r o l i e P S  (ERAP) 32
H i s p a n i c a  de P e t r o l e s  SA
( H i s p a n o i l )  20
P e t r o ' i n a  15
Oes t e v r e i c h i s  c h t
M i n e r a l o l v e r w a l t u n g  (OEMV) 5 
AGIP 28
P h i l l i p s  P e t r o l e u m  Company 50 
C o n t i n e n t a l  O i l  Company 25
C i t i e s  S e r v i c e  25
American U l t r a m a r  Ltd , 100
ERAP 40
M i t s u b i s h i  O i l  Development  
Company 40
S oc ie ty  . N a t io n a l e  des
P e t r o l e s  d ' A c q u i t a i n e  20
TABLE ( c o n t in u e d )
S e r v i c e  Owners
C o n t r a c t o r s
t o  NIOC
DEMINEX I r a n  O i l  Company Deutsche  Exdo1 v e r  s or  gun ■
g e s e l l s c l i a f t  mbh 
(DEMINEX)
AGIP I r a n  P e t ro l e u m  Company .AGIP
Lar ‘E x p l o r a t i o n  Company Ash land  O i l  Company
Pan Canadian
P e r  c e n t  
Share
100
100
■Source: P e t r o l e u m  I n d u s t r y  i n  I r a n ,  p u b l i s h e d  by I r a n i a n  O i l
I n d u s t r y  P u b l i c  R e l a t i o n s  A f f a i r s
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E x p l o r a t i o n  and P r o duc t i on; NIOC’ s e x p l o r a t i o n  a c t i v i t i e s
s t a r t e d  i n  1954 when, under  t h e  r e v i s e d  s t a t u t e s ,  i t  t o o k
over  a n o t h e r  s t a t e - o w n e d  company, t h e  I r a n  O i l  Company, which
had be e n  formed b e f o r e  n a t i o n a l i z a t i o n  to  c a r r y  o u t  e x p l o r a t i o n
o u t s i d e  t h e  A n g l o - I r a n i a n  c o n c e s s i o n  a r e a .  O i l  was d i s c o v e r e d
n e a r  Qum, 80 m i l e s  f rom Te h ran ,  i n  1956, bu t  f u r t h e r  deve lopment
proved  t h a t  t h i s  d i s c o v e r y  was n o t  up to  e x p e c t a t i o n  f o r
commerc ial  e x p l o i t a t i o n .  A par t  f rom Qum, NIOC d i s c o v e r e d  the.
S a r a j e h  gas  f i e l d  n e a r  T e h r a n ,  Sa rakhs  n e a r  Mashfaad and Tang-
77e - E i j a r  n e a r  Hermanshah.
The p r e s e n t  e x p l o r a t i o n  a c t i v i t i e s  i n  I r a n  a r e  m a in ly  
c a r r i e d  o u t  by t h e  f o r e i g n  companies  working unde r  c o n t r a c t  to  
NIOC. The e x p l o r a t i o n  and deve lopm ent  o f  o i l f i e l d s  i n  t h e  
ag reemen t  a r e a  (most o f  t h e  fo rm er  c o n s o r t i u m  a r e a )  i s  c a r r i e d  o u t  
by t h e  O i l  S e r v i c e  Company of  I r a n ,  whose c o m p o s i t i o n  was g i v e n  
a t  t h e  b e g i n n i n g  o f  t h i s  s e c t i o n .  A p a r t  f rom t h e  O i l  S e r v i c e  
Company, t h e r e  a r e  a l s o  o t h e r  f o r e i g n  o i l  companies  who have  
s ig n e d  s e r v i c e  c o n t r a c t  o r  j o i n t  v e n t u r e  a g reem en ts  w i t h  NIOC and 
a r e  i n v o lv e d  i n  e x p l o r a t i o n  a c t i v i t i e s  i n  d i f f e r e n t  p a r t s  of  t h e  
c o u n t r y .
NIOC’ s own e x p l o r a t i o n  and p r o d u c t i o n  deve lopm ent  i s  
c o n c e n t r a t e d  m a i n ly  o u t s i d e  t h e  above m en t ioned  agreement  a r e a s .  
The company's  p o l i c y  i n  t h e  p a s t  y e a r s  has  been  to  l e a v e  t h e  r i s k y  
b u s i n e s s  of e x p l o r a t i o n  to  t h e  f o r e i g n  o i l  companies  whenever  
p o s s i b l e .  However , t h e  e x p l o r a t o r y  programmes of  t h e  e x i s t i n g  
j o i n t  v e n t u r e  and s e r v i c e  c o n t r a c t s ,  under  t h e  a g reem en ts  s i g n e d ,
162
a r e  g r a d u a l l y  e n d in g  and man}? a r e a s  w i l l  be r e t u r n e d  t o  NIOC 
d u r i n g  the  n e x t  f i v e  y e a r s „ The twe lv e  y e a r  e x p l o r a t i o n  p e r i o d  
o f  a l l  t h e  j o i n t  v e n t u r e  ag reemen ts  s ig n e d  i n  1965 and t h a t  of  
t h e  f i r s t  s e r v i c e  c o n t r a c t s  a r e  a l r e a d y  over» NIOC would 
p r o b a b l y  o f f e r  r e l i n q u i s h e d  and new a r e a s  i n  t h e  coming y e a r s  to  
f o r e i g n  o i l  companies  t o  m a i n t a i n  the  p r e s e n t  e x p l o r a t i o n  
momentum i n  t h e  c o u n t r y 0 The terms o f  t h e  o f f e r  would be framed 
i n  such a way as  t o  a t t r a c t  f o r e i g n  o i l  companies* c a p i t a l  and 
e x p e r t i s e  i n t o  e x p l o r a t i o n  i n  I r a n . . But t h i s  does n o t  mean the  
absence  o f  NIOC's c o n t r o l  d u r in g  th e  e x p l o r a t i o n  p e r i o d  and i t s  
o u t r i g h t ;  and f u l l  ownersh ip  o f  t h e  o i l  d i sc ove red , ,  Under t h e s e  
c o n d i t i o n s  i t  would  p r o b a b l y  unwise JoeNIOC to  conduc t  a l l  e x p l o r ­
a t i o n s  on i t s  own, even i f  t h e  company had a d e q u a t e  e x p e r t i s e  and 
th e  r e q u i r e d  c a p i t a l  f o r  such  an u n d e r t a k i n g .  At  p r e s e n t  NIOC's own 
e x p l o r a t i o n  and deve lopment  a c t i v i t i e s  a r e  c o n c e n t r a t e d  on the  
S a r v e s t a n  o i l  f i e l d  n e a r  S h i r e s ,  and. the  K hang i ran  gas f i e l d  n e a r  
Mashado
The p r o d u c t i o n  c a p a c i t y  o f  t h e  s o u t h e r n  o i l  f i e l d s  r e a c h e d
6 02 m i l l i o n  b a r r e l s  p e r  day a f t e r  c o n s i d e r a b l e  deve lopment  d r i l l i n g
28i n  v a r i o u s  f i e l d s  d u r in g  1976 and 1977. O i l  p r o d u c t i o n  i n  I r a n
i s - a t  p r e s e n t  c a r r i e d  o u t  by NIOC and some o f  i t s  j o i n t  v e n t u r e  
/ J
companies .  I t ,  must  be n o t e d  t h a t  a f t e r  t h e  s a l e  and p u r c h a s e
agreement, o f  1975, NIOC became the  o w n e r - o p e r a t o r  o f  t h e  Khuzes ta n
o i l  f i e l d s ,  an a r e a  somewhat s n a l l e r  t h a n  wha t  had  p r e v i o u s l y  been
known as  t h e  c o n s o r t i u m  a r e a 0 NIOC d o m es t ic  r e q u i r e m e n t s  o f
I
1 6 3
crude  o i l  a r e  s u p p l i e d  m ain ly  from t h i s  a rea*  The r e m a in d e r  o f  
th e  o i l  p ro d u ce d  i s  a v a i l a b l e  f o r  e x p o r t  by NIOC and th e  fo rm er  
c o n s o r t i u m  members* The t a b l e  below shows the. c rude  o i l  
p r o d u c t i o n  i n  I r a n  s i n c e  NIOC became o w n e r - o p e r a t o r  i n  Khuzes tan  
p r o v i n c e  Q
TABLE v m .  3 
CRUDE OIL PRODUCTION IN IRAN 1973-1977
(Tho 11 sand B a i r e 1s Dai ' )2)
1973 1974 1975 1976
NIOC Khuz.estan F i e l d s
O i l  S e r v i c e  Company o f  I r a n 5,392 5 ,577 4 ,8 7 5 , 5,412
NIOC N a f t - e  Shah 17 18 17 18
J o i n t  V en tu re s  
I r a n  Pan-American  O i l  
C omp any ( IPAC) 128 132 175 207
S o c i e t e  I r a n o - I t a l i e n n e  des 
P e t r o l e s  (SIRIP) 72 76 175 152
Lavan P e t r o l e u m  Company (LAPCO) 184 195 53 45
I r a n  Marine I n t e r n a t i o n a l  O i l  
Company (IMINICO) 68 58 53 47
TOTAL 5,861 6,056 5,349 5 ,883
Source :  Middle  E a s t  Economic Survey,’ Crude o i l  p r o d u c t i o n
s t a t i s t i c s  r e l e v a n t  y e a r s
1977
,663
I
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The most  a m b i t i o u s  and ex-pensive p r o j e c t  i n  tin s o u t h e r n
o i l  f i e l d s  i n  t h e  gas g a t h e r i n g ,  NGL r e c o v e r y ,  and gas i n j e c t i o n
programme* Th is  programme i s  aimed a t  i n c r e a s i n g  p r o d u c t i v e
c a p a c i t y  and u l t i m a t e  r e c o v e r y  r a t e s  i n  t h e  m ajo r  I r a n i a n  o i l
r e s e r v o i r s  by be tw een  5 t o  10 p e r  cent* I t  i s  e s t i m a t e d  t h a t
w i t h  t h e  i m p l e m e n ta t i o n  o f  t h i s  programme:, t h e  p r o d u c t i v e  c a p a c i t y
o f  t h e s e  f i e l d s  w i l l  be m a i n t a i n e d  a t  a round  6 m i l l i o n  b a r r e l s
29p e r  day u n t i l  1983*
I n  a d d i t i o n , ,  t h i s  u n d e r t a k i n g  e l i m i n a t e s  the  w a s t e f u l  f l a r i n g
o f  t h e  a s s o c i a t e d  gas which was a p p r o x i m a t e ly  1 t r i l l i o n  c u b ic
f e e t  i n  1976 ( n e a r l y  t h r e e  t imes  t h e  amount o f  gas s o l d  t o  t h e
USSR i n  t h e  same y e a r )  and e n s u r e s  a d e q u a te  s u p p l i e s  o f  NGIds
f o r  p e t r o c h e m i c a l  f ee d  s t o c k s ,  e x p o r t  and use  i n  I r a n*  N e a r ly  h a l f
o f  t h e  gas f o r  t h e s e  programmes,  which m igh t  be up t o  2*9 t r i l l i o n
c u b ic  f e e t  a y e a r  by 1982, w i l l  be a s s o c i a t e d  gas p roduce d  i n
c o n j u n c t i o n  w i t h  t h e  c rude  o i l  f rom the  e x i s t i n g  o i l  f i e l d s *
A d d i t i o n a l  q u a n t i t i e s  o f  n o n - a s s o c i a t e d  gas w i l l  be r e q u i r e d  f o r
the  f u l l  i m p l e m e n ta t io n  o f  t h i s  programme which  m igh t  r e q u i r e  up
to  4*7 t r i l l i o n  c u b ic  f e e t  a y e a r  i n  t h e  l a t e  e i g h t i e s *  I t  mus t  be
n o t e d  t h a t  much o f  t h e  gas i n j e c t e d  t o  enhance  r e c o v e r y  o f  o i l  can
be r e c o v e r e d  ove r  a p e r i o d  o f  y e a r s ,  and c o n s e q u e n t l y  t h i s
programme i s  t h e  best ,  way o f  s t o r i n g  a s s o c i a t e d  gas which would
30o t h e r w i s e  be f l a r e d *  The f o l l o w i n g  t a b l e s  show t h e  p r o d u c t i o n  
and consumpt ion  o f  n a t u r a l  gas i n  1976, and I r a n Ts gas p o t e n t i a l .
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TABLE V I I I . 4
niOpECI'TON: ' 1976 a 
( B i l l i o n  Cubic  Feet;)
Company Produced U t i l i z e d F l a r e d .% Flare*
NIOC 1 0 . 1 6 . 2. 3 .9 38
NIOC/OSCO 1 , 6 7 4 .4 703.4 970.9 58
IPAC 84 o 6 32 . 3 52 .2 62
SI RIP 8 o 8 ■ 0 .7 8 . 0 92
LAPCO 22.9 1.1 2 1 o 8 95
IMINOCO 16.6 0 . 8 15.8 95
TOTAL
r-00 744 c 6 1 ,0 7 2 .8 59
CONSUMPTIONi 19 7 6 3 
( B i l l i o n  Cubic F ee t )
Amount %
NIOC/OSCO
P r o d u c e r s 1 Fue l 72 .5 10
Gas I n j e c t i o n 34 .3 5
NIOC and A f f i l i a t e d  Companies 15.1 2
Domes t i e *  Commercial, and Other 83,4- 11
E x p o r t  t o  USSR v i a  IGAT .J 327 .7 44
Abadan R e f i n e r y 38 .3 5
Shahpur  Chemical  Company 41.1 5
Net  D e l i v e r i e s  t o  NGL P l a n t s 65 .7 9
Net  D e l i v e r i e s  t o  Kharg 
P e t r o c h e m i c a l  Company 46 .9 6
E r r o r s  and Omissions 19,3 __ 3
TOTAL 744.6 100
a F i g u r e s  may n o t  add up to  t o t a l s  
due t o  ro u n d in g
b NIOC: N a t i o n a l  I r a n i a n  O i l  Company; OSCO: O i l  S e r v i c e  Company 
o f  I r a n ;  IPAC: I r a n  Pan-American  O i l  Company; STRIP: S o c i e t e  
I r a n o - I t a l i e n n e  des P e t r o l e s ;  LAPCO: Lavan P e t r o l e u m  Company; 
IMINOCO; I r a n  Marine I n t e r n a t i o n a l  O i l  Company.
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' TABLE V I I I >4 ( c o n t i n u e d )
IRAN* S__NATURAL ' GAS rOTENTIAL-a 
( T r i l l i o n  Cubic F e e t )
F i e l d  .
Kliuses tcirv5
Kha ngi ran
T a n g - e - B i j  a r
Sara jeh
Gheshm
Kangan
Nar
Aghar
P a r s  "C”
Taqdis  nB"
Taqdis  "F"
Taqdis  "G”
Sarkliun
Kashu
Bab a  Gliir
TOTAL
Proved
210 
18 
0o5 
0 o 3
4 ‘
11 
14 
10 
54 
25
9
7
5 - 
5
2
3740 8
P r o b a b le
210
18
0 . 6
0 . 4
6
15
17
12
65
50
17
15
7
10
2
445
P o s s i b l e
210
18
0 o6
0„4
8
21
21
15
75
89
66
39
10
15
5
593
a N a t i o n a l  I r a n i a n  Gas Company e s t i m a t e s
b A s s o c i a t e d  gas o n l y .  The r em a in ing  f i e l d s  a r e  n o n - a s s o c i a t e d  
g a s f i e l d s  0
S o u r c e : Middle  E a s t  Economic S u r v e y , Supplement  to  J a n u a r y  23,
1977, ’’Energy C o n s e r v a t i o n  i n  I r a n  and Hedging a g a i n s t  
t h e  Energy Crunch” , by B i j a n  Mossavar -R ahmani , p p . 6  & 12,
I
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As m ent ioned  b e f o r e ,  t h e  t o t a l  r e q u i r e m e n t s  f o r  r e i n j e c t i o n ,
e x p o r t  and d o m e s t i c  u s e ,  which m igh t  r e a c h  up to  7 t r i l l i o n  c u b ic
f e e t  by t h e  l a t e  1980’ s ,  exceeds  t h e  p r e s e n t  s u p p l i e s  of
a s s o c i a t e d  and n o n - a s s o c i a t e d  gas  a t  p r e s e n t *  C o n s e q u e n t l y ,  an
i n t e n s i v e  e f f o r t  to  de v e lo p  t h e  p roven  r e s e r v e s  of  n o n - a s s o c i a t e d
gas i s  underway* by t h e  end o f  1977, n e a r l y  one q u a r t e r  o f  t h e
•r igs  i n  o p e r a t i o n  were, d r i l l i n g  f o r  gas  o n l y ,  and the. r e s t  f o r
31combined o i l  and g a s .
R e f i n i n g  and. D1s t r i h u t i o n :  The N a t i o n a l  I r a n i a n  Oi l  Company owns
f o u r  d o m es t ic  r e f i n e r i e s  i n  Abadan,  Te h ran ,  Kermanshali and Sliiraz:* 
Abadan r e f i n e r y  i s  one of  t h e  l a r g e s t  i n  t h e  w o r l d ,  and i t s  c a p a c i t y  
i s  a p p r o x i m a t e l y  600,000 b / d  a t  p r e s e n t *  In  t h e  p a s t  most  o f  t h e  
p r o d u c t s  o f  t h i s  r e f i n e r y  were a l l o c a t e d  f o r  e x p o r t ,  b u t  t h e  
growing need of  p e t r o l e u m  p r o d u c t s  f o r  the. d o m e s t i c  m arke t  i n  
r e c e n t  y e a r s  has  f o r c e d  t h e  company t o  d i v e r t  a l a r g e  p o r t i o n  of  
t h e  l i g h t e r  p r o d u c t  f o r  t h i s  m a r k e t .  Tehran  r e f i n e r y  has  a 
p r o c e s s i n g  c a p a c i t y  of  225,000  b / d ,  and t h e  c a p a c i t y  of  S h i r a z  and 
Kermanshah r e f i n e r i e s  a r e  40 ,000  b / d  and 15,000 b / d  r e s p e c t i v e l y .
I n  a d d i t i o n  t o  t h e s e  r e f i n e r i e s ,  NIOC owns two t o p p in g  p l a n t s  a t  
M as jad -e~S u le im an  (64 ,000  b / d )  and Lavan on Lavan  I s l a n d  
(2(5,000 b / d )  .
C o n s t r u c t i o n  of  two major  new r e f i n e r i e s  i n  T a b r i z  
(800 ,000  b / d )  and I s f a h a n  (200 ,000  b / d )  i s  n e a r  c o m p l e t i o n ,  and 
t h e y  a r e  e x p e c t e d  to  be f i n i s h e d  by t h e  end*of  t h i s  y e a r .  The. 
t a b l e  be low shows t h e  e x i s t i n g  r e f i n e r i e s ,  t h o s e  under  c o n s t r u c t i o n  
and p l a n s  f o r  new r e f i n e r i e s  by NIOC,
TABLE V I I I .  -5
NIOC' s PRESENT AND FUTURE REFINING CAPACITY
Name
Abadan R e f i n e r y
Tehran  R e f i n e r y
S h i r a z  R e f i n e r y
Kermanshah R e f i n e r y
Mas j  e d-e~  S u l e  iman
Topping p l a n t s  
Lavan t o p p in g  p l a n t
I s f a h a n
Tab r  i  z
P r e s e n t
C a p a c i ty
600 
225 
40 
15 
64
20
Thousand o f  b a r r e l s  p e r  day
R e f i n e r i e s  unde r  
Cons t r u c t i o n
P lanned  
R e f i n e r i e :
200
80
NIOC-Japanese v e n t u r e 250
S o u r c e s :  NIOC, OPEC Seminar  on the  N a t i o n a l  O i l  Companies,  
O c tobe r  10™12, 1977, OPEC I n f o r m a t i o n  D e p a r tm e n t , 
Vienna* p 06 . P e t r o l e u m  Econom is t ,  September  1977, 
p p . 337” 339.
C o n s i d e r i n g  th e  above f i g u r e s ,  the  NIOC's r e f i n i n g  c a p a c i t y  
by t h e  end o f  1978 would r e a c h  n e a r l y  1 02 m i l l i o n  b / d ,  i n c l u d i n g  
t h e  e x i s t i n g  to p p in g  p l a n t s „ This  i s  a p p r o x i m a t e l y  20 p e r  c e n t  
o f  t h e  p r e s e n t  p r o d u c t i o n  c a p a c i t y  o f  I r a n .
A no the r  m ajo r  t a s k  o f  NIOC i s  t h e  c o n t i n u o u s  e x p a n s i o n  o f  
t h e  d o m e s t i c  d i s t r i b u t i o n  sys te m  w i t h i n  the  c o u n t r y 0 NIOC owns 
a l l  t h e  f a c i l i t i e s  i n  t h i s  r e s p e c t ,  e x c e p t  a  few p e t r o l  f i l l i n g  
s t a t i o n s  which  a r e  p r i v a t e l y  owned0 I n  1976, NIOC’ s d om es t ic  
d i s t r i b u t i o n  and s a l e s  ne tw ork  s o l d  n e a r l y  24 m i l l i o n  c u b ic  m e t r e s
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o f  r e f i n e d  p e t r o l s ,  which was up 18.6 p e r  c e n t  on th e  19 75 
f i g u r e s , ,  Abadan r e f i n e r y  s u p p l i e d  n e a r l y  49 p e r  c e n t  o f  t h i s  
t o t a l  (417 ,000 b / d )  w i t h  t h e  b a l a n c e  coming from Tehran  
( 3 5 o9 p e r  c e n t ) ,  S h i r a z  (8„2 p e r  c e n t ) ,  Kermanshah (4„I  p e r  c e n t ) ,  
p l y s  some from th e  t o p p in g  p l a n t s .  I n  the  f i r s t  10 months o f  
1977, NIOC's s a l e s  o f  p e t r o l e u m  p r o d u c t s ,  i n c l u d i n g  d e l i v e r i e s  to  
• A f g h a n i s t a n ,  showed an  i n c r e a s e  o f  15.4 p e r  c e n t  o v e r  t h e  
c o r r e s p o n d i n g  p e r i o d  o f  ‘ 1976« The f o l l o w i n g  t a b l e  shows NIOC's 
s a l e s  d u r i n g  t h i s  per iod, ,
TABLE V I I 1 .6
NIOC SALES OF PETROLEUM PRODUCTS 
J  an u a r y - 0 c t  ob e r  1977
M i l l i o n  l i t r e s
P r o d u c t J a n u a r y -  
O c tober  1977
% I n c r e a s e  over  
Jan  u a r y - 0  c t  ob e r  
1976
A v i a t i o n  f u e l
Kerosene  
Gas o i l  
Fue l  o i l
G a s o l in e 3 ,684  
4 ,078  
7,060 
5,239  
1 , 0 1 2
19 o0
19o7
1602
8.9
TO TAJ, 21 ,073 15.4
S o u r c e ; Middle  E a s t  Economic Survey ,  J a n u a r y  23,  1978, p . 5 .
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NIOC vjas a l low e d  to  i n c r e a s e  t h e  p r i c e  of  d o m e s t i c a l l y  
s o ld  g a s o l i n e  i n  March 1977 * Th is  was t h e  f i r s t  i n c r e a s e  i n  
g a s o l i n e  p r i c e s  s i n c e  1965. Re gu la r  g a s o l i n e  w i l l  now c p s t
P/b
8 R i a l s / \ ( 4 2 . 5  c e n t s  p e r  IIS g a l l o n ) ,  an  i n c r e a s e  o f  n e a r l y  33 
p e r  c e n t  over  t h e  p r e v i o u s  l e v e l s ,  which w i l l  i n c r e a s e  t h e  
r ev e n u e  t o  t h e  government  by n e a r l y  $100  m i l l i o n  ove r  t h e  y e a r .  
P r o f i t  f rom do m es t i c  s a l e s  of  NIOC c o n s t i t u t e s  a major  
p o r t i o n  of  t h e  company's  ca sh  f lo w .  Domest ic  s a l e s  p r o f i t s  
r o s e  from $8 .5  m i l l i o n  i n  1966 to  $71 m i l l i o n  i n  1973. The c a sh  
f lo w  of  t h e  company i n  t h e  same y e a r s  i n c r e a s e d  f rom  $30 m i l l i o n  
t o  $386 m i l l i o n .
I n t e r n a t i o n a l  A c t i v i t i e s ' of  NIOC: The N a t i o n a l  I r a n i a n  Oil
Company i s  engaged i n  v a r i o u s  a c t i v i t i e s  o u t s i d e  I r a n .  The 
company, i n  p a r t n e r s h i p  w i t h  B r i t i s h  P e t r o l e u m 9 i s  c a r r y i n g  ou t  
e x p l o r a t i o n  i n  N or th  Sea Blocs  N o s . 15-13 and 3 -2 9 .  The second 
e x p l o r a t o r y  e f f o r t  o f  NIOC i s  i n  t h e  c o n t i n e n t a l  s h e l f  of  w e s t e r n  
G re e n la n d ,  and i s  i n  p a r t n e r s h i p  w i t h  B r i t i s h  P e t r o l e u m ,  S t a n d a rd  
Oi l  o f  C a l i f o r n i a  and SAGA of  N o r w a y . ^
The r e f i n i n g  a c t i v i t i e s  of t h e  N a t i o n a l  I r a n i a n  Oi l  Company 
o u t s i d e  I r a n  a r e  l i m i t e d  to  two c o u n t r i e s  a t  p r e s e n t .  I n  I n d i a  
NIOC h o l d s  13 p e r  c e n t  e q u i t y  i n t e r e s t  i n  t h e  Madras R e f i n e r y ,  
which was d e s i g n e d  and c o n s t r u c t e d  w i t h  t h e  h e l p  o f  NIOC 
t e c h n i c i a n s .  Th i s  r e f i n e r y  i s  a j o i n t  v e n t u r e  be tw een  th e  I n d i a n  
government ,  AMOCO (a s u b s i d i a r y  of  S tandard  O i l  o f  I n d i a n a )  and
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NIOCo At p r e s e n t  50 p e r  c e n t  o f  the  c rude  o i l  s u p p l i e s  o f  the
Madras r e f i n e r y  comes from t h e  NIOC/AMOCO j o i n t  v e n t u r e  (IPAC)
o f f s h o r e  D a r iu s  f i e l d *  The r e f i n e r y  has  t h e  c a p a c i t y  f o r
3558.000  b a r r e l s  p e r  day,
NIOC's second r e f i n i n g  a c t i v i t y  o u t s i d e  I r a n  i s  i n  South 
Africa.o The N a t i o n a l  P e t r o l e u m  R e f in e r y  o f  South A f r i c a  (NATREF) 
.went  i n t o  o p e r a t i o n  i n  May 1971 w i t h  t h e  d e s ig n e d  c a p a c i t y  o f
50 .000  b a r r e l s  p e r  day (2*5 m i l l i o n  tons  p e r  y e a r ) ,  and most  o f
36 ,i t s  c rude  was s u p p l i e d  from Irai io I n  t h i s  v e n t u r e  NIOC i s  m
p a r t n e r s h i p  w i t h  SAS0L (South A f r i c a n  Coal ,  O i l  and Gas
C o r p o r a t i o n )  and TOTAL (a s u b s i d i a r y  o f  Compagnie F r a n c a i s e  des
P e t r o l e s ) *  The p r e s e n t  c a p a c i t y  o f  t h e  r e f i n e r y  i s  abou t
3775.000 b a r r e l s  p e r  day,  n e a r l }7 3 0 /5 m i l l i o n  tons  a year*
I n  t h e  e a r l y  1 9 7 0 ' s ,  p l a n s  f o r  j o i n t  v e n t u r e  r e f i n e r i e s  
i n  Greece ,  Belgium and th e  P h i l i p p i n e s  were u n d e r  s t u d y ,  b u t  were 
l a t e r  abandoned f o r  a  v a r i e t y  o f  r ea sons*  At  p r e s e n t  NIOC i s  
i n v o l v e d  i n  t h e  d e s ig n  and c o n s t r u c t i o n  o f  a r e f i n e r y  i n  South 
Korea i n  p a r t n e r s h i p  w i t h  a p r i v a t e  f i r m ,  Sang Yong* I n  l a t e  
19 76 an agreement  was s i g n e d  by which  t h e  c rude  r e q u i r e m e n t s  o f  
t h i s  r e f i n e r y  would be s u p p l i e d  by NIOC when i t  b e g i n s  i t s  
o p e r a t i o n s  i n  1979. Another,  downstream i n v e s t m e n t  o f  NIOC i s  
i n  Senega l  when i t  formed t h e  I r a n  S e n e g a le s e  O i l  Company, a 
50-50 j o i n t  v e n tu re *  IRASENCO i s  p l a n n i n g  t o  b u i l d  a new 20 ,000 
b a r r e l s  p e r  day r e f i n e r y  i n  Senegal.,, The l i s t  o f  NIOC’ s j o i n t  
v e n t u r e s  i n  r e f i n i n g  o u t s i d e  I r a n  i s  g iv e n  be low .
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TABLE V I I I . 7
NIOC’ s JOINT VENTURES ABROAD
Company NIOC '
Share
P e r c e n t a g e
Share C a p a c i t y  ( P r e s e n t )
C a p i t a l  B a r r e l s / d a y
^ m i l l i o n
Madras R e f i n i e r i e s
L t d * " 13.00 2 .34 58 j,000
N a t i o n a l  P e t .  
R e f i n e r y  o f  
South A f r i c a 1 7 .5 0 3 . 6 5 75,000 
eo.oooaK o r e a - I r a n  Pet*Co.  50 .00
I r a n - S e n e g a l  P e t ,
and Cons t r u e t i o n  50 * 00
17.00
15.00 
( to  date.)
Cl Under d e s i g n  and c o n s t r u c t i o n  
b 'Under  s tu d y
Source :  NIOC, OPEC Sem inar ,  October  10-12,  1977. The p r e s e n t  and
I t  i s  d i f f i c u l t  t o  e v a l u a t e  the  p r o f i t a b i l i t y  o f  NIOC’ s 
o v e r s e a s  r e f i n e r i e s  as d e t a i l e d  f i g u r e s  a r e  n o t  p u b l i s h e d .  NIOC 
c la ims  t h a t  i t s  o v e r s e a s  i n v e s t m e n t s  i n  j o i n t  v e n t u r e  r e f i n i n g  
o p e r a t i o n s  a r e  f i n a n c i a l l y  sound and p r o v id e  15 p e r  c e n t  r e t u r n
l o n g - t e r m  and g u a r a n t e e d  o u t l e t s  f o r  t h e  company’ s c ru d e ,  and 
t h i s  was p a r t i c u l a r l y  i m p o r t a n t  i n  t h e  1960’ s when NIOC was 
f i n d i n g  i t  h a r d  to  o b t a i n  such  m a r k e t s .  Whether  s t e p p i n g  up such 
j o i n t  v e n t u r e s  i n  r e f i n i n g  o v e r s e a s  i s  s t i l l  d e s i r a b l e  a t  p r e s e n t  
i s  n o t  c l e a r ,  as  t h e  l o n g - t e r m  agreement  t o  s u p p ly  a  r e f i n e r y  c o u ld  
be  a c h i e v e d  w i t h o u t  t h e  n a t i o n a l  o i l  company i n v e s t i n g  l a r g e  
sums o f  money i n  the  p r o c e s s .
f u t u r e  r o l e  o f  t h e  n a t i o n a l  o i l  companies  p r e p a r e d  by 
OPEC I n f o r m a t i o n  Depa r tm en t ,  V ienna ,  p . 12*
on c a p i t a l 38 I t  i s  e v i d e n t  t h e s e  r e f i n e r i e s  s u p p ly  r e l a t i v e l y
1 7 3
Ta lks  have  b e e n  go ing  on i n  t h e  p a s t  t h r e e  y e a r s  be tw een  
NIOC and I t a l y ’ s ENI f o r  t h e  p o s s i b l e  e s t a b l i s h m e n t  o f  j o i n t  
v e n t u r e  marke t ing, ,  I n  r e t u r n  f o r  an u n s p e c i f i e d  amount o f  
money which NIOC would i n v e s t  i n  ENI, t h e  company would o b t a i n  
a 59 p e r  c e n t  s h a r e  o f  ENI’ s r e f i n e r y  and m a r k e t i n g  a c t i v i t i e s  i n  
i n  W este rn  E u r o p e , e x c l u d i n g  I t a l y .
D i r e c t  Sa l e s  o f  Crude O i l  and P r o du c t s  by NIOC
Under t h e  s a l e  and p u r c h a s e  agreement  which governs  the  
r e l a t i o n s h i p  be tw een  NIOC and t h e  fo rm er  c o n s o r t i u m  members 
NIOC w i l l  t a k e  c e r t a i n  s t a t e d  q u a n t i t i e s  o f  c rude  o i l  f rom th e  
K h u j e s t a n  o i l  f i e l d s  f o r  d i r e c t  e x p o r t s 0 Th is  s t a t e d  q u a n t i t y  
o f  o i l  was e n v i s a g e d  to  be 200,000 b / d  i n  1973, r i s i n g  t o  K5 
m i l l i o n  b / d  i n  19810 By September  1973 i t  had  s o l d  i t s  y e a r l y  
e n t i t l e m e n t  o f  c rude  unde r  t h i s  agreement  mainl}^ b e c a u s e  o f  t h e  
r i g h t  s u p p ly  c o n d i t i o n s  which o b t a i n e d  a t  t h e  t i m e D The company 
f o r  t h e  f i r s t  t ime managed to  s e l l  most  o f  . i t s  h a l f - s h a r e  o f  
p r o d u c t i o n  from t h e  o f f s h o r e  j o i n t  v e n t u r e s ,  which  amounted to
230 ,000 b / d ,  and which was p r e v i o u s l y  s o l d  by t h e  f o r e i g n  
p a r t n e r .
I n  1976 NIOC had c o n c lu d e d  d i r e c t  s a l e s  a g reem en ts  w i t h
35 companies  and s o l d  an a ve ra ge  o f  1 ,085 ,000  b / d ,  wh ich  s e c u r e d
A0$4 .6  b i l l i o n  i n  r ev e n u e  f o r  I r a n .  I t  must  be  n o t e d  t h a t  s t a t e d  
q u a n t i t i e s  f o r  t h i s  y e a r  were 600,000 b / d ,  ( see  TableXjf l^which were 
exceeded  by n e a r l y  255,000 b / d ,  w i t h  the  r e m a in i n g  amount of  
d i r e c t  e x p o r t  coming from h a l f  o f  t h e  j o i n t  v e n t u r e  p r o d u c t i o n s .
1 7 4
The s t a t e d  q u a n t i t y  f o r  1977 was 750,000 b / d ,  b u t  a g a i n  
t h i s  l i m i t  was exceeded  by n e a r l y  50 p e r  cen to  The q u a n t i t y  
o f  o i l  which was d i r e c t l y  e x p o r t e d  by NIOC r e a c h e d  1«36 m i l l i o n  
b / d , wh ich  was s l i g h t l y  lower t h a n  th e  t a r g e t  o f  1 .4  m i l l i o n  b / d  
which the  company e s t i m a t e d  i n  the  summer o f  1977. Towards the  
end o f  1977 the  p a t t e r n  o f  I r a n i a n  o i l  e x p o r t s  was as  f o l l o w s :
' TARLE^ _VT I I . 8 
PATTERN 01 IRANIAN OIL EXPORTS
Thousand b a r r e l s  p e r  day
Consor t ium  companies
D e l i v e r i e s  t o  Abadan
NIOC D i r e c t  Expo r t s : 
From Agreement  Area
From J o i n t  V e n tu re s
P r o d u c t s
November
3 ,683 ,1  
151,7
1,145 .9 
335 ,0  
45 .6
O ctober
2 , 78805 
1 13,4
1 ,3 5 4 ,8  
277.0 
50 o0
F o r e i g n  J o i n t  Ven tu re  L i f t i n g s
TOTAL
22305
5 , 8 8 9 o8
351 ,0
4 ,9 2 9 ,7
S o u r c e : Middle  E a s t  Economic Survey ,  J a n u a r y  14, 1978, p 07
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TABLE V I I I  ,9
TOTAL EXPORT OF CRUDE- OIL AND PRODUCTS FROM IRAN 
~~ ~AND~NIOCr S~DIRECT SALES IN 1977'.... ..........
Thousand b a r r e l s  p e r  day
T o t a l
P r o d u c t i o n
T o t a l
Expo r t
from
I r a n
% I n c r e a s e  
o r  Decrease  
o f  E x p o r t s
NIOC’ s
D i r e c t
E x p o r t
% I n c r e  
o f  Deer  
o f  Expo
J a nua ry 5 ,0 5 8 .5 4 ,1 1 6 .6 750.5 .
F e b r u a r y 6 , 0 5 2 . 3 5 , 6 4 8 .5 +38.4 962 .3 +28.3
March 6 , 2 7 5 . 0 5 ,4 4 7 .9 ™4.4 889.7 - 7 . 5
A p r i l 5 , 4 1 3 . 7 5 , 0 8 0 . 4 - 6 . 8 1 ,082 .7 + 2 1 .7
May 5 ,7 4 5 ,5 5,22.9.4 +2.. 9 1 .5 9 0 .0 +46.7
June 5 , 1 0 4 . 4 4 ,5 5 0 .4 “ 13.0 1 .3 3 9 .4 -*15.7
J  u ly 4 ,7 1 3 . 8 4 , 1 8 0 .9 - S .  1 842.3 - 3 7 .  1
August 5 ,6 5 9 ,6 5 , 2 0 5 . 3 +24.5 1 ,2 6 4 .2 +50. 1
September 5 , 9 7 1 . 2 5 ,3 4 0 .  4 +2 . 6 1,702.1 +34.6
October 5 , 5 2 7 . 7 4 ,9 2 9 / 7 •**7.7 1 ,676 .8 “ 1.5
November 6 , 0 8 5 . 8 5 , 5 8 9 . 8 + 13.4 1 ,526 .5 “ 9 .0
December 6 , 3 8 4 .9 5 ,7 7 3 .1 +3 .3 1 ,908 .5 +25,0-
Year  Average 5 ,6 6 3 .1 5 , 0 8 9 .7
a
“ 4.5 1 ,366 .6
b
+26.0
Sources^: F i g u r e s  f o r  t o t a l  p r o d u c t i o n  a r e  o b t a i n e d  from
Middle E a s t  Economic S u r v e y 9 J a n u a r y  23,  1978, p . 4.  
F i g u r e s  f o r  d i r e c t  NIOC e x p o r t s  a r e  g a t h e r e d  from 
d i f f e r e n t  i s s u e s  o f  MEES d u r i n g  1977,
a P e r  c e n t  change compared t o  1976 e x p o r t s  o f  a p p r o x i m a t e ly  
5 ,3 2 9 ,5 0 0  b / d 0
b NIOC’ s d i r e c t  e x p o r t  i n  1977 amounted t o  an a v e ra g e  o f
1 ,085 ,000  b / d .
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Marine  T r a n s p o r t a t i o n : The N a t i o n a l  I r a n i a n  Tanker  Company
(NITC) s a wholly-owned s u b s i d i a r y  of  NIOC 5, owns and manages 
I r a n i s  c ru d e  and p r o d u c t  t a n k e r s .  The company was e s t a b l i s h e d  
i n  1966 w i t h  a c a p i t a l  o f  $2.1 m i l l i o n  which h a s  i n c r e a s e d  
m a n i f o l d  s i n c e  t h e n ,  At t h e  end of  1975 t h e  NITC r e c e i v e d  two 
l a r g e  t a n k e r s  of  over  2 0 0 * 0 0 0  dead w e igh t  tons* and i t s  t o t a l  
to n n ag e  r e a c h e d  a p p r o x i m a t e l y  6005000 d . w . t .  I n  March 1976* 
NIOC and B r i t i s h  P e t r o l e u m  s ig n e d  an agreement  unde r  which 
BP s o ld  f i v e  t a n k e r s  ( t h r e e  VLCC's and two p r o d u c t  c a r r i e r s )  to  
N10C f o r  $60 m i l l i o n .  N e a r ly  one y e a r  b e f o r e  t h e  agreement  
was s ig n e d  t lie B r i t i s h  P e t ro l e u m  Tanker  Company and NITC had 
formed a j o i n t  s h i p p i n g  company on a 50-50 b a s i s  t o  o p e r a t e  
under  j o i n t  management and to  o r g a n i s e  a s h i p p i n g  poo l  to  be 
used by bo th  s i d e s .  I n  a d d i t i o n *  BP u n d e r t o o k  to  c o n t r i b u t e '  
a f u r t h e r  f i v e  t a n k e r s  to  t h e  e x i s t i n g  f l e e t .  T h i s  p u r c h a s e  
b r o u g h t  t h e  t o t a l  to n n ag e  o f  NITC to n e a r l y  1 .2  m i l l i o n  
d . w . t ,  a lm o s t  d o u b le  t h e  1975 f i g u r e .  The f o l l o w i n g  t a b l e  
shows t h e  t a n k e r s  i n  s e r v i c e  unde r  NITC c o n t r o l .
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■-TABLE V I I I . 10
TANKER FLEET OF THE 
NATIONAL “IRANIAN TANKER COMPANY
Name of
Vs S SGI
Year
B u i l t
Tonnage
d o W o  t o
Mohamad Re2a Shah
Reza Pah lavx
Fa r  ah Pa l i l av i
S iv a n d
Shous.h
Mok.r an
Marun
Minah
Khark
Azarpad
1959
1960
1961
1971
1972
1973
1974
1974
1975 
1975
34,942
56.900
56 .900  
215,139 
222,745
25 s 246 
25,245  
25 ,244  
228,054  
230 ,095
TOTAL 1, 120,510
S ource ;  Middle  E a s t  Economic Survey ,  November 14, 1977 
(Review o f  Arab and I r a n i a n  Tanker  F lee  to  : 
a MEES s u r v e y ) ,  p 0v i i .
Pe 1:rochend.ca 1 s ; The R a t i o n a l  I r a n i a n  O i l  Company began  i t s  
p r o d u c t i v e  a c t i v i t i e s  i n  p e t r o c h e m i c a l  i n d u s t r i e s  i n  1963 w i t h  
t h e  c o n s t r u c t i o n  o f  t h e  f i r s t  p e t r o c h e m i c a l  p l a n t  n e a r  S h i r a z .  
I n  1965 t h e  N a t i o n a l  Pe t rochemica l .  Company (NPC) was formed as  
whol ly -owned  s u b s i d i a r y  o f  NIOC, and was e n t r u s t e d  w i t h  the  
r e s p o n s i b i l i t y  f o r  the  e s t a b l i s h m e n t  and deve lopment  o f  t h e  
p e t r o c h e m i c a l  i n d u s t r y  i n  I r a n .  Since t h e n  t h e  N a t i o n a l  P e t r o ­
c he m ica l  Company has  e n t e r e d  i n t o  v a r i o u s  j o i n t  v e n t u r e  
a c t i v i t i e s  w i t h  o t h e r  f i r m s ,  and has  formed a number o f
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s u b s i d i a r i e s  o f  i t s  own. By the  end o f  1974 NPC had  e n t e r e d  
i n t o  s i x  j o i n t  v e n t u r e s  and had e s t a b l i s h e d  two who lly-ow ned 
s u b s i d i a r i e s .  The f o l l o w i n g  t a b l e s  i n d i c a t e  l o c a t io n , ,  plant-  
c a p a c i t y  and 1976 p r o d u c t i o n  outputs  o f  some o f  NPCTs s u b s i d i a r y  
companies  f.
Source :  NIOC-OPEC se m in a r  on the  p r e s e n t  and f u t u r e  r o l e  of
t h e  n a t i o n a l  o i l  companies  1 0 th -1 2 th  O c tobe r  1977, 
p r e p a r e d  by t h e  I n f o r m a t i o n  D epar tm ent  o f  OPEC,
Vienna ,  O c tobe r  19 77, p p ,7 and 8 ,
TABLE V I I I , H
PLANT CAPACITY AND 1976 PRODUCTION OUTPUTS _OP 
THE ~N AT I. ON AX I PE TP OCHEMICAL SUB S IDITry" COMPAQ IK S
SHAHPUR CHEMICAL COMPANY AT BANDAR SHAIIPUR
P l a n t  and P r o d u c t s  C a p a c i ty  1976 P r o d u c t i o n
. . .
( t o n s / y e a r ) ( m e t r i c  tons
S u lphur 408,000 188,000
Ammonia 339,000 246,200
Urea 164,000
ooo
S u l p h u r i c  Acid 407,000 260,000
P h o s p h o r i c  Acid 147,000 76,800
DAP (Di-Ammoni urn 
S u l p h a t e ) 2 0 0 , 0 0 0 174,300
MAP (Mono-Ammonium 
Ph o s p h a te ) 180,000 2 ,750
I
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SHIRAZ FERTILIZER FACTORY AT SHIRAZ
P l a n t  and P ro d u c ts
Ammonia
N i t r i c  Acid
Ammonium N i t r a t e
Urea
Soda Asli
STPP
NPK
C a p a c i ty  
( t o n s / y e a r )
40.000
40.000
40.000
50.000
60.000
30.000
50.000
1976 P r o d u c t io n  
( m e t r i c  to n s )
34.700
35.700 
25 ,900  
37 ,300
43,000
675
11,200 + 3 ,400  DAP
ABADAN PETROCHEMICAL COMPANY 
(NATIONAL, PETROCHEMICAL C0» & B .F, AnF G OODRICH) ABADAN
P l a n t  and P r o d u c ts  C a p a c i ty  1976 P r o d u c t io n
( t o n s / y e a r )  ( m e t r i c  to n s )
C a u s t i c  soda 2.4,000 18,000
DDB 12,000 9 ,200
PVC 60 ,000  2.9,700
P o l i k a  -  • 4 ,950
18 0
KHARG CHEMICAL COMPANY 
(NPC & AMOOO^ ”j.N Ti^A 7F l6NALrKlL\RG I SLAND
P l a n t  and P ro d u c ts  C a p a c i ty  1976 P r o d u c t io n
( t o n s / y e a r )  ( m e t r i c  to n s )
S u lp h u r  200s000 199,800
Propane 132,000 129,000
Butane 82,000 89 ,500
C5 90 ,000  109,300
IRAN CARBON COMPANY 
(NATIONAL^E^OCHEMICALJSC)/, CABOT & "PRIVATE BANKS) AIHOTZ
P l a n t  and P ro d u c ts  C a p a c i ty  1 ,/ , \ 1976 P ro d u c t io n( t o n s / y e a r )  , f ,(m e t r i c  to n s )
HAF (V3) . .
VM (V -  M) 16,000 9 ,000
PEE (S “ 0)
CPE (S “ V)
IRAN NIPPON PETROCHEMICAL COMPANY 
(NPC. ,  MITSUBISHI CHEMICAL INDUSTRIES, NTSSHOTIWAI COi)
BANDAR SHAHPOUR
P l a n t  and P ro d u c ts  C a p a c i ty
( to n s / y e a r )
DOP 40 ,000
P h t h a l i c  A n h id r id e  _ 5 ,000
i n  o p e r a t i o n  
i n  1977
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G as: The N a t io n a l  I r a n i a n  Gas Company (NIGC) was formed i n
1967 as a w holly -ow ned  s u b s i d i a r y  o f  tlio. NIOC. T h is  company 
h as  th e  r e s p o n s i b i l i t y  f o r  g a th e r in g , ,  p r o c e s s i n g ,  t r a n s m is s io n s  
d o m es t ic  d i s t r i b u t i o n s  s a l e s  and e x p o r t  o f  n a t u r a l  gas i n  I r a n ,
The m a jo r  demands f o r  gas a t  p r e s e n t  a re  (a)  th e  gas r e i n j e c t i o n  
programme underway i n  K h u z e s ta n 's  o i l  f i e l d s  , m en tioned  b e fo r e  
i n  t h i s  c h a p t e r ,  (b) e x p o r t s  to  the  USSR, (c) com m ercial and 
d o m es t ic  c o n s u n c t io n ,  (d) p e t r o c h e m ic a l  f e e d s t o c k s ,  and 
(e) p r o d u c e r s '  f u e l .
E x p o r ts  to  th e  USSR i n  1976 th ro u g h  th e  f i r s t  I r a n i a n  gas 
t r u n k l i n e  r e a c h e d  327 .7  b i l l i o n  s t a n d a r d  c u b ic  f e e t  (see  T ab le  
V I I I . 4 ) .  This  l e v e l  o f  e x p o r t s  w i l l  be m a in ta in e d  u n t i l  1981 
when th e  d e l i v e r i e s  th ro u g h  th e  second t r u n k l i n e  to  th e  USSR a re  
s c h e d u le d  to  b e g in .  E x p o r ts  o f  gas to  th e  USSR w i l l  re a c h  n e a r l y  
600 b i l l i o n  c u b ic  f e e t  p e r  y e a r ,  and th e  R u ss ian s  w i l l ,  i n  r e t u r n ,  
e x p o r t  a c e r t a i n  amount o f  gas to  Germany, C z e c h o s lo v a k ia ,  F rance  
and A u s t r i a 0 These f o u r  l a t t e r  p a r t i c i p a n t s  w i l l  pay I r a n  I n  h a rd  
c u r re n c y  f o r  th e  amount o f  gas e x p o r te d  from  th e  S o v ie t  Union to  
t h e i r  c o u n t r i e s „
Dom estic  d i s t r i b u t i o n  o f  n a t u r a l  gas by NIGC i s  b e in g
expanded r a p i d l y ,  and In  a few y e a r s ’ t im e w i l l  c o v e r  most o f  th e
m ajo r  c i t i e s  i n  I r a n .  In  1976 com m ercial and d o m e s t ic  consum ption
o f  gas w i t h i n  th e  c o u n try  r e a c h e d  83 .4  b i l l i o n  c u b ic  f e e t .
D e t a i l e d  f i g u r e s  f o r  1976 p r o d u c t io n  and consum ption  o f  n a t u r a l
44gas i n  I r a n  a r e  g iv en  i n  th e  p re c e d in g  pages  o f  t h i s  s e c t i o n .
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The. a c t i v i t i e s  o f  th e  N a t io n a l  I r a n i a n  Gas Company and 
N a t io n a l  P e t ro c h e m ic a l  a r e  q u i t e  e x t e n s i v e .  The r e a s o n  why 
th e s e  a c t i v i t i e s  have  n o t  been  co v e red  i n  more d e t a i l  i s  t h a t  
a new r e l a t i o n s h i p  i s  em erg ing  be tw een  NIOC, on th e  one hand , 
and NIGC and NPC on th e  o t h e r .  As a r e s u l t  o f  t h i s  developm ent 
w hich embodies changes i n  th e  c h a r t e r s  o f  NIOC, NIGC and NPC, th e  
a d m i n i s t r a t i o n  and o p e r a t i o n a l  c o n t r o l  o f  th e  t h r e e  companies 
w i l l  become s e p a r a t e  and f u n c t i o n  in d e p e n d e n t ly .  The Board o f  
D i r e c t o r s  o f  NIGC and NPC w i l l  be s e p a r a t e ,  and th e  heads  o f  the  
above companies w i l l  no lo n g e r  s e rv e  as D i r e c t o r s  on th e  Board 
o f  NIOC o
Revi  s i  on of  th e  S a l e - P u r cha s e Agreement o f  1913
The s a l e - ‘p u rc h a s e  ag reem en t  w hich was s ig n e d  i n  1973 be tw een  
NIOC and th e  c o n s o r t iu m  o f  o i l  companies has  b e e n  under  
c o n s id e r a b l e  p r e s s u r e  i n  r e c e n t  y e a r s ,  and n e g o t i a t i o n s  a re  go ing  
on f o r  th e  r e v i s i o n  o f  i t s  t e r m s „ The sw eep ing  changes i n  th e  
i n t e r n a t i o n a l  p e t r o le u m  i n d u s t r y  s in c e  1973-74 have  l e d  to  a 
s i t u a t i o n  where some o f  th e  more im p o r ta n t  p r o v i s i o n s  i n  th e  
ag reem en t had  to  be i g n o re d  f o r  p r a c t i c a l  p u r p o s e s .  The new 
a g re e m e n t ,  amongst o t h e r  t h i n g s ,  must r e s o l v e  f o u r  b a s i c  i s s u e s  
on w hich NIOC and th e  f o r e i g n  companies d i s a g r e e .  These a r e  
(a)  th e  ’nom ina tion*  p r o v i s i o n s  under  th e  1973 a g re e m e n t ,  (b) th e  
f u t u r e  in v e s tm e n t  by th e  com pan ies , (c)  t h e  f u t u r e  o f  p e tro le u m  
p ro d u c t  e x p o r t s  from  Abadan r e f i n e r y ,  and (d) t h e  amount o f  th e  
d i s c o u n t  g iv e n  to  t h e  companies on t h e i r  o i l  e x p o r t s .
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Under th e  1973 ag reem en t  the  c o n so r t iu m  each  y e a r  i n  th e
autumn n o m in a te s  th e  q u a n t i t i e s  o f  l i g h t  and heavy  c rude  o i l
t h a t  i t  i n t e n d s  to  e x p o r t  from  I r a n  i n  th e  fo l lo w in g  yea r„  In
a d d i t i o n  to  t h a t  a s p e c i f i c ,  amount o f  c rude  o i l  ( s t a t e d  q u a n t i t y )
i s  r e s e r v e d  f o r  NIOC’ s d i r e c t  s a le *  w hich was 600*000 b / d  i n  1976
4Sand 750*000 b / d  i n  19770 NIOC c la im s t h a t  i t  no lo n g e r  p la n s  
i t s  d i r e c t  c rude  o i l  e x p o r t  b a s e d  on th e s e  amounts s in c e  th e  
c o n s o r t iu m  has  c o n s i s t e n t l y  f a i l e d  to  l i f t  th e  amount o f  c rude  
o i l  i t  h a s  n o m in a ted .  In  o t h e r  words* NIOC c o n s id e r s  
n o m in a t io n  as a  c o n t r a c t u a l  o b l i g a t i o n  by th e  c o n s o r t iu m  to  
e x p o r t  a  c e r t a i n  amount o f  o i l*  w h i le  th e  companies seem to  
c o n s id e r  t h e i r  n o m in a t io n  as a n .e s t im a te *  w i th  th e  a c t u a l  
l i f t i n g  o f  c rude  o i l  b a s e d  on m arke t  c o n d i t i o n s ,  NIOC’ s d i r e c t  
s a l e s ,  as m en t io n ed  b e fo re *  amounted to  1 ,085 ,000  b / d  i n  1976 
and 1 ,366 ,000  b / d  i n  1977, w h i le  th e  c o n s o r t iu m  h a s  e x p o r te d  
l e s s  th a n  i t s  n o m in a t io n s „
Under th e  1973 ag reem en t  th e  companies u n d e r to o k  to  
c o n t r i b u t e  40 p e r  c e n t  o f  c a p i t a l  in v e s tm e n t  r e q u i r e m e n ts  f o r  
I r a n ' s  o i l  p r o d u c t i o n  programme. This  payment was a g re e d  to  be 
made i n  advance f o r  f u t u r e  d e l i v e r i e s  o f  NIOC to  th e  consortium ,. 
NIOC c la im s  t h a t  th e  companies have f a i l e d  to  p r o v id e  t h e i r  f u l l  
s h a re  o f  in v e s tm e n t  on tim e s in c e  m id - 1975„ The companies* on th e  
o t h e r  h a n d ,  a rg u e  t h a t  due to  th e  " fu n d a m e n ta l  changes"  which 
have  o c c u re d  i n  th e  p a s t  few y e a r s ,  t h e i r  s o - c a l l e d  ’ f i x e d  
m a r g in ’ on th e  s a l e  o f  I r a n i a n  o i l  has  d ropped  c o n s id e r a b l y ,
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and h o n o u r in g  t h e i r  commitments under  th e  1973 ag reem en t  w i th  
r e g a r d  to  in v e s tm e n t  programmes, would c r e a t e  a  " s e r i o u s  
n e g a t i v e  cash  f lo w " .  ^
A no the r  a r e a  o f  d i sa g re e m e n t  i s  th e  p r o d u c t  e x p o r t s  by 
c o n s o r t iu m  members. Under th e  1973 ag reem en t  th e  companies 
a l l o c a t e d  up to  300,000 b / d  o f  t h e i r  c rude  p u r c h a s e s  i n  I r a n  
f o r  r e f i n i n g  a t  Abadan, and p a i d  a t a x - d e d u c t a b l e  r e f i n i n g  fe e  
to  I r a n .  NIOC u n d e r  t h i s  agreem ent h as  th e  r i g h t  to  o b t a i n  
d i f f e r e n t  p r o d u c t s  f o r  i t s  d o m es t ic  d i s t r i b u t i o n  i n  th e  
c o u n t r y .  The s o a r i n g  demand f o r  l i g h t  p r o d u c t s  i n  I r a n  i n  
r e c e n t  y e a r s  h as  forced. NIOC to  use i t s  r i g h t  i n  o b t a i n in g  th e s e  
p r o d u c t s  from  th e  Abadan r e f i n e r y ,  and c o n s e q u e n t ly  c o n s o r t iu m  
members have  b een  l e f t  w i th  m a in ly  heavy  f u e l  o i l  f o r  e x p o r t .
The companies n o t i f i e d  NIOC t h a t  th e y  i n te n d e d  to  c a n c e l  t h e i r  
o f f t a k e  a r ra n g e m e n t  f o r  Abadan r e f i n e r y  p r o d u c t s  as o f  J a n u a ry  
1978.
Most o f  the. p rob lem s c o n c e rn in g  th e  1973 s a l e - p u r c h a s e  
agreem en t a ro s e  s im ply  b e c a u se  th e  ag reem en t was s ig n e d  p r i o r  
to  th e  e v e n ts  o f  1973-74 which r a d i c a l l y  a l t e r e d  th e  s t r u c t u r e  o f  
th e  o i l  i n d u s t r y .  I t  i s  e v id e n t  t h a t  i f  th e  n e g o t i a t i o n s  f o r  
t h i s  agreem en t had  been  e x te n d e d  f o r  a n o th e r  t h r e e  m on ths ,  th e  
n a t u r e  o f  th e  ag reem en t  would  have  b e e n  t o t a l l y  d i f f e r e n t .  The 
companies would  n o t  have  com m itted  th em se lv e s  t o  such  huge 
i n v e s t m e n t s ,  and NIOC c e r t a i n l y  would n o t  have  a g re e d  to  r e s t r i c t  
i t s  d i r e c t  s a l e s  to  c e r t a i n  q u a n t i t i e s .  The term s o f  th e
18 5
J u ly  1973 ag reem en t  became unw orkable  i n  l e s s  th a n  a y e a r  
a f t e r  i t s  f i n a l i z a t i o n ,  and b o th  p a r t i e s  ig n o re d  some o f  i t s  
more im p o r ta n t  p r o v i s i o n s  f o r  a l l  p r a c t i c a l  p u r p o s e s 0
T a b le s  V I I I  .12" 14g iv e  some in f o r m a t io n  about: v a r io u s  
a s p e c t s  o f  the. o i l  i n d u s t r y  i n  I r a n ,
CN
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TABLE V I I I . 13
1 8 7
P e r io d
Number o f  
y e a r s
P r i o r  t o
Nat i o n a l i z  a t  io n
1911-1951
40
A f te r  The New
N a t io n a l i z  a t i o n  Agreement
(C onsortium  Agreem ent)
1954-1972 1973-1975
19
T o ta l  o i l  
e x p o r t
Revenues
Average 
rev e n u e  p e r  
b a r r e l  o'f 
e x p o r te d  o i l
2 .5  b i l l i o n  
b a r r e l s
$479 m i l l i o n
19 c e n ts
11 .5  b i l l i o n  
b a r r e l s
$11 ,748  m i l l i o n
1 0 2  c e n t s
5 .9  b i l l i o n  
b a r r e l s
$42,.500 m i l l i o n
720 c e n t s
D i v i s i o n  o f  
p r o f i t s 20-80 A ccord ing  t o  
C onsortium  
agreem ent 5 0 -5 0 .
In j o i n t  v e n tu r e  
ag reem en ts  7 5 - 2 5 5 
and i n  s e r v i c e  
c o n t r a c t  ag reem en t 
9 0 -1 0 .
98-
R ole  o f  I r a n  Tax c o l l e c t o r S u p e rv is o ry  r o l e  i n  S e l l e r  o f  o i l  
c o n s o r t iu m  agreem ent 
and p a r t n e r  i n  j o i n t  
v e n tu r e  a g re e m e n ts .
So u r c e : Dr. P . Mina* D i r e c t o r  o f  I n t e r n a t i o n a l  A f f a i r s  o f
N a t io n a l  I r a n i a n  O i l  Company i n  l e c t u r e  d e l i v e r e d  
December 1976 i n  Tehran., and d i s t r i b u t e d  by NIOC's 
P u b l i c  R e l a t i o n s  O f f i c e  ( i n  P e r s i a n ) 5 p . 1 2 .
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SUMMARY OF THE JOINT VENTURE ACTIVITIES OF THE NATIONAL 
IRANIAN OIL COMPANY OUTS ID i f  IRAN
N atu re  o f  
J o i n t  V en tu re
NIOC4'S
P a r t n e r s
P e r  c e n t  
s h a r e  o f  
NIOC
D ate  o f  th e  
agreem ent
Comments
E x p lo r a t io n  I n  
N orth  Sea
B r i t i s h
P e t ro le u m 50 March 1972
E x p lo r a t io n  i n  B.P. , 
west' o f  G re e n la n d  Chevron
and Saga
Madras r e f i n i n g  
i n  I n d i a
Madras 
f e r t i l i z e r  
com panies 
i n  I n d i a
R e f in e r y  i n  
South A f r i c a
R e f in e r y  
South  Korea.
Amoco and
In d ia n
Government
Amoco .Mid
In d ia n
Government
Socol and 
T o ta l
Sang Yang
30
13
24 o 5
17 .5
50
8 t h  A p r i l  
1975
1 8 th  November 
1965
1 4 th  May
1966
2 6 th  November
1967
1 3 th  O ctober  
1975
D r i l l i n g  in  b o th  
b lo c k s  o f  t h i s  
agreem ent have  
s t r u c k  o i l  and gas
Dr i l l  in  g wi 11 
s t a r t  in  1977
O p e ra t io n  s t a r t e d  
i n  J u l y  1969. 
C a p a c i ty  5 0 ,0 0 0  b / d
O p e r a t io n  s t a r t e d  
i n  J u l y  1971
O p e ra t io n  s t a r t e d  
i n  F e b ru a ry  1971. 
C a p a c i ty  5 0 P000 b /d
C a p a c i ty  6 0 9000 b / d
Sp u rce i  D r. P .  M ina, D i r e c t o r  o f  I n t e r n a t i o n a l  A f f a i r s  o f
N a t io n a l  I r a n i a n  O i l  Company i n  l e c t u r e  d e l i v e r e d  
December 1976 i n  T e h ra n ,  and d i s t r i b u t e d  by NI0C*s 
P u b l i c  R e l a t i o n s  O f f i c e  ( i n  P e r s i a n ) ,  p . 2 2 .
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NOTES
1. F o r  f u r t h e r  d e t a i l s  ab o u t  th e s e  j o i n t  v e n tu r e  ag reem en ts  
and com parison  w i th  o t h e r  j o i n t  v e n t u r e s ,  s e e ;
F „ F e s h a r a k i , Deve1opment  o f  th e  I r a n i a n  O il  I n d u s t r y  
(P ra e g e r  P u b l i c a t i o n s ,  New Y ork , 1976), pp.73™78.
2 . M iddle E a s t  Economic S u rv e y , J a n u a ry  26, 1973, p p D l - 5 0
3. For th e  t e x t  o f  the  Agreement s e e :
P e t r o leum I n t e l l i g ence Week l y  ( S p e c ia l  S u p p le m e n t) ,
J u l y  23, 1973"
For' th e  t e x t  of  key annexes to  I r a n ’ s 20 y e a r  p a c t  see  
P e tro le u m  I n t e l l i g e n c e  Weekly ( S p e c ia l  S u p p le m e n t) , 
Septem ber 3 , J973.
4 . P e t ro le u m  I n t e l l i g e n c e  W eekly, J u ly  32, 1973, o p . c i t . ,  p . 5
5 0 P e t r oleum I n t e l l i g e n c e  Weekly ( t e x t  o f  th e  Agreem ent, 
see  Note 3 ) ,  op. c i t  <,, p 04 0
6 , M iddle Eas t  Economic S urvey , J u l y  27, 1973, p . 2 ,
7. Mi d d l e  E a s t  Economic Sur v e y , June  29, 1973, ppo2-3«
8 o P e t ro le u m  I n t e l l i g e n c e  Weekly ( t e x t  o f  th e  A greem ent, 
se e  Note 3 ) ,  o p , c i t t , A r t i c l e  4 , p . 4.
9 . P e t ro le u m  I n t e  11 ig e n c e  W eekly, December 17, 19 73, p . K
10. The P e t ro le u m  A ct and S t a t u t e  o f  th e  N a t io n a l  I r a n i a n  O il  
Company ( p u b l i s h e d  by th e  NIOC P u b l i c  R e l a t i o n s  D epartm ent
N o .34, no d a te  o f
IK I b i d . , p p 02“ 3 0
1 2 0 I b i d . , p 04.
13. I b i d . , p . 5 .
14. I b i d , , p .  15.
15. I b i d . , p . 17.
16 „ I b i d o , p p .1 8 -2 0 .
17. I b i d , , p p .2 0 -2 3 .
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18. I b i d . ,  p o 2 3 0
19* I b i d o, p p 02 5 -2 6 o
2 0 o P 11^ *
21 „ lb  1 d . , p o 36 o
2 2 0 I b i d . , p p .5 0 -5 2 .
230 I b i d . ,  p p . 53-54„
24. OPEC se m in a r :  On th e  p r e s e n t  and f u t u r e  r o l e  o f  th e
n a t i o n a l  o i l  co m p an ies , 10th-~12th O c to b e r  1977, p r e p a r e d  
by th e  I n fo r m a t io n  D epartm ent o f  OPEC, V ienna ,
O c to b e r  1977, p 0 1.
25 . I b i d *, p *2.
26. P e t r o l eum I n d u s t r y  i n  I r a n  ( p u b l i s h e d  by th e  I r a n i a n  O il  
I n d u s t r y  P u b l i c  R e l a t i o n s  O f f i c e ,  1975), p .  17.
27* P e t r o l e um Economi s t ,  August 1973, p *287.
28* P e t r o l e um I n t e l l i g e n c e  Weekly, August 15, 1977, p . 8 .
29* M iddle Eas t  Economic S u rv e y , November 18, 1977, p p o 4 -5 .
30. I b i d . , p . 4*
31o Mi d d l e Eas t  Economic S u rv e y , Supplemenl to  J a n u a r y  23, 1978, 
p .  4.
3 2 o M idd le E a s t  Economi c  S u rv e y , A p r i l  4, 1977, p . S.
33. F o r  d e t a i l e d  a n a l y s i s  o f  NIOC’ s d o m es t ic  s a l e s  
o p e r a t i o n s  s e e :  P . F e s h a r a k i , Developmen t  o f  th e  I r a n i a n 
O i l  In d u s t r y  (P ra e g e r  P u b l i s h e r s ,  New York, 1976),
C h a p te rs  9 -1 2 .
34. OPEC s e m in a r :  . . O c tober  1977, o p . c i t . , p .  12.
35. . I b i d o
360 P e t ro le u m  P r e s s  S e r v i c e ,  A ugust 19 73, p . 284,
37. OPEC se m in a r :  O c tober  1977, o p . c i t , p , 12.
M iddle E a s t  Economi c S u rv e y , August 23, 1976, p . 2.
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39o P e t ro le u m  P r e s s  S e rv i c e ,  Septem ber 1873, p 0326„
° Middl e Eas t_ E co nomic S u rv e y , May 30, 1977, p * 10 0
4]„ Midd le  E a s t  Economic S urvey , Septem ber 5 , 1977, p 0 3.
4 2 c. M iddle  E a s t  Economic Survey ,  A p r i l  18, 1975, p«4 ,
and March 15, 1976, p „ 6 .
43 o P e t ro le u m  Indus  t r y  i n  I r a n ,  o p , c i t . ,  p c 16 and pp t 77-87 *
4 4 6 F o r  more i n f o r m a t io n  ab o u t  th e  gas i n d u s t r y  i n  I r a n ,  
s e e  M iddle E a s t  Economic Survey  (Supplem ent)
F e b ru a ry  7, 1975, " I r a n :  Gas on th e  Move" by C h a r le s  Snow
45c M iddle  E a s t  Economic S u rv e y , June  29 , 1973, p „ 2 0
46„ P e t .ro l e um I n t e l l ig e n c e  W eekly, J a n u a ry  26 , 1976, p f2 0
See a l s o  Midd le  Ea s t  Economic Survey f o r  f o l lo w in g  d a t e s :  
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PART THREE
THE CASE OF GENERAL PETROLEUM AND 
MINERAL ORGANIZATION (PETROMIN)
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CHAPTER IX
' A 'BRIEF HISTORICAL BACKGROUND OF THE 
SAUDI" ARABIAN OIL INDUSTRY
A f t e r  t h e  F i r s t  World War and th e  d i s s o l u t i o n  o f  t h e  o ld  
T u rk is h  E m pire ,  th e  T u rk is h  P e t ro le u m  Company i n  I r a q  was 
c o n t r o l l e d  by th e  B r i t i s h ,  th e  Dutch and s u b s e q u e n t ly  ( v i a  t h e  
1920 San Remo Agreement) th e  F re n c h ,  and? l a t e r ,  Am erican i n t e r e s t s .  
But i n  o t h e r  p a r t s  o f  th e  M iddle E a s t  where th e  d i s c o v e r y  o f  o i l  
was c o n s id e r e d  p r o b a b l e ,  t h e  r i v a l r y  among d i f f e r e n t  companies 
t o  g e t  f a v o u r a b le  c o n c e s s io n s  c o n t in u e d .  I n  Saud i A r a b ia ,  t h e  
f i r s t  o i l  c o n c e s s io n  was g r a n te d  to  M ajor F rank  Holmes, a 
r e p r e s e n t a t i v e  o f  a  B r i t i s h  group o f  i n v e s t o r s  (The E a s t e r n  and 
G e n e ra l  S y n d ic a te )  i n  1922. T h is  s y n d ic a t e  was n o t  an o i l  company, 
b u t  a group o f  e n t r e p r e n e u r s  who hoped to  g e t  t h e  s u p p o r t  o f  o i l  
companies and f a i l e d  i n  t h i s  r e s p e c t .  The c o n c e s s io n ,  w i th  th e  
e x c e p t io n  o f  t h e  B a h ra in  a r e a ,  was f o rm a l ly  d e c l a r e d  v o id  i n  1928. 
In  1927, G u lf  O i l  took  an o p t io n  from th e  s y n d i c a t e ,  b u t  was fa c e d  
w i th  c o m p l ic a t io n s  l a t e r  on , as  i t  was one o f  th e  companies h o ld in g  
i n t e r e s t s  i n  t h e  T u rk is h  P e t ro le u m  Company ( l a t e r  th e  I r a q  
P e t ro le u m  Company). Under th e  s o - c a l l e d  Red L in e  Agreem ent, t h e s e  
companies i n  1928 a g re e d  t h a t  none o f  them would a c t  in d e p e n d e n t ly  
w i t h i n  a p r e s c r i b e d  a r e a ,  which in c lu d e d  Saud i A r a b ia .  As th e  Red 
L ine  Agreement p r e c lu d e d  Gulf O il  from  t a k i n g  o v e r  th e  c o n c e s s io n ,  
th e  company app ro ach ed  S ta n d a rd  O il  o f  C a l i f o r n i a ,  which was n o t  
a  p a r t y  to  th e  Red L in e  Agreem ent,*
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The G u lf  O i l  o p t io n  was a s s ig n e d  to  S ta n d a rd  O il  Company o f  
C a l i f o r n i a  (SOCAL) i n  December 1928, In  1932 o i l  was d i s c o v e r e d  
i n  B a h ra in ,  and SOCAL s t i m u l a t e d  by t h i s  d i s c o v e r y  app roached  th e  
Saud i A ra b ia n  governm ent to  o b t a i n  a new c o n c e s s io n ,  The 
c o n c e s s io n  was a s s ig n e d  to  C a l i f o r n i a  A ra b ia n  S ta n d a rd  O il  
Company (CASOC) i n  November 1933. N e a r ly  t h r e e  y e a r s  l a t e r  i n  
1936, th e  Texas Company (TEXACO) a c q u i r e d  a o n e - h a l f  i n t e r e s t  i n  
CASOC, and i n  1944 th e  name o f  t h e  company was changed to  A ra b ia n  
American O i l  Company (ARAMCO), The o r i g i n a l  c o n c e s s io n  cove red  a l l  
A1 H asr  P r o v in c e ,  w hich amounted to  a p p ro x im a te ly  h a l f  o f  Saudi 
A r a b ia ,  and i t  was f o r  a  p e r io d  o f  60 y e a r s .
O i l  was d i s c o v e r e d  i n  comm ercial q u a n t i t i e s  i n  O c tobe r  1938,
and s i x  months l a t e r  on May 1 s t  1939, th e  f i r s t  ca rg o  o f  Saudi
A ra b ia n  o i l  was sh ip p e d  from Ras T anu ra .  On J u ly  2 1 s t  1949, a
su p p le m e n ta l  c o n c e s s io n  agreem en t was s ig n e d  be tw een  CASOC and
th e  Saud i A ra b ia n  governm en t0 T h is  new agreem en t e x te n d e d  th e
e x c l u s i v e  c o n c e s s io n  a r e a  to  abou t 440 ,000  s q u a re  m i le s  f o r  a
p e r io d  o f  60 y e a r s „ The r a t e  o f  r o y a l t y  was to  be  f o u r  s h i l l i n g s
go ld  o r  i t s  e q u i v a l e n t  p e r  t o n - o f  o i l ,  T here  w ere  p r o v i s i o n s  f o r
r e l i n q u i s h m e n t  o f  th o se  a r e a s  o f  th e  c o n c e s s io n  w hich th e  company
no lo n g e r  w ish e d  to  e x p lo r e .  There  were a l s o  o t h e r  payments and
advances  i n  th e  c o n t r a c t  w hich made i t  more o r  l e s s  s i m i l a r  to
2o t h e r  c o n c e s s io n s  i n  th e  a r e a  a t  t h a t  t im e .
Between 1935 and 1939, th e  A n g lo - I r a n ia n  O il  Company, S h e l l  and 
th e  American group o f  companies p a r t y  to  th e  Red L ine  A greem ent, 
t r i e d  to  r e v i s e  t h e  r e s t r i c t i o n  c la u s e s  o f  t h e  ag reem en t  i n  o r d e r
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to enable them to participate in the exploration and development 
of oil in the Middle East, and in particular Saudi Arabia.
World War XI interrupted those unresolved negotiations, and at 
the end of the war when the issue arose again. Standard Oil Company 
of New Jersey (Exxon) and Socony Vacuum Oil Company (now Mobil) 
summarily declared the Red Line Agreement to be dissolved. This 
decision was followed by long negotiations among the companied 
concerned, and eventually Exxon and Mobil were freed to initiate 
negotiations with ARAMCO for acquisition of joint interest in 
Saudi Arabia. In 1947 these two companies joined the Arabian 
American Oil Company, and the shareholding of ARAMCO was 
consequently changed as follows: Standard Oil of California -
30 per. cent; TEXACO - 30 per cent; Exxon - 30 per cent, and 
Mobil - 10 per cent. The new companies which joined ARAMCO had 
extensive markets around the world which helped ARAMCO to increase 
its production rapidly and meet the substantial production commit­
ments to the King of Saudi Arabia. One reason for the merger which 
was given publicly by ARAMCO, was the need for capital to build a 
pipeline. - the Trans-Arabian Pipeline (Tapline)„ This pipeline
was c o n s t r u c t e d  by ARAMCO and e x te n d e d  from th e  Saud i o i l  f i e l d s
3
to the Mediterranean.
Between 1948 and 1951, the Saudi Arabian government was 
involved in a series of negotiations with the ARAMCO partners on 
a number of issues which included the offshore exploration rights, 
and 50-50 profit sharing arrangements. Eventually, ARAMCO was 
granted the offshore rights, and the government got back the 
concession for the Kuwait-Saudi Arabia Neutral Zone, and secured
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a higher royalty payment from the offshore production. But the 
focal point of the Saudi Arabian government's dissatisfaction 
with ARAMCO was that in 1949 it received from its oil a total 
less than the amounts which the US government was receiving as 
income tax from ARAMCO on such oil. In December 1950, ARAMCO 
agreed to pay, in addition to royalty, an income tax in such a 
way as to bring government receipts up to one-half of the 
company's operating profits after deduction of expenses.^
The 50 per cent income tax law on producers of petroleum was 
not a new idea, and was patterned after the Venezuelan tax law.
The significance of ARAMCO’s acceptance of this method of 
calculating revenues for Saudi Arabia was that other oil producers 
in the Middle East demanded similar treatment, and within a short 
while this method of payment was adopted in most of the oil 
producers of the Middle East. But the main reason behind this 
quick victory of the Saudis in this matter, was that their 50 per 
cent income tax on petroleum producers was recognized by the US 
Internal Revenue Service as a tax allowed to be credited against 
US income taxes on income generated by sales in Saudi Arabia. So
ARAMCO credited its Saudi Arabian income taxes against its US 
income taxes on its foreign-source income.
Entrance of Other Oil Firms in Saudi Arabia
After the Second World War, the Saudi economy became heavily 
dependent upon the oil sector. In 1958 nearly 83 per cent of the 
Kingdom's revenues originated from the oil sector, compared to 67 
per cent ten years earlier (see table below). Other sectors of
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the industrial activity took a minor part in the building of 
the national income0 As the revenues from the oil sector were 
mainly coming from operations of one foreign-owned oil company 
(ARAMCO) which could arbitrarily change the level of the 
production, so the government wanted, if possible, to diversify 
its source of wealth and reduce its dependence on ARAMCO* In 
addition to that, neither the government nor any private Saudi 
citizen, owned any share in ARAMCO or had the right to partake 
in its management decisions. This was especially resented among 
the young foreign-educated Saudis who considered themselves 
capable of handling some of the positions which were occupied by 
foreigners
TABLE IX.1
ESTIMATED BUDGET RECEIPTS EROM 
THE OIL SECTOR IN 1948 TO 1957-58.
1948 . 1951-52 1954-55 1957-58
144,600 .340,005 966,625 1,241,000
214,587 489,900 1,355,001 1,498,200
67 04 69 o4 71.3 82,8
Oil Sector 
Revenues
Total Sources of 
Budget Finance
Per cent share 
of Oil. Sector
Source: Statistical Yearbooks 1385 A.H.
Vol.l (Riyadh, 1965), ppo250-256o
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In 1948 the Shaikh of Kuwait granted the American 
Independent Oil Company (Aminoil) a concession on its half-rights 
of the Neutral Zone,, This agreement gave the ruler of Kuwait the 
right of shareholding in producing and refining companies which 
were to be formed, and 12„5 per cent share in the locally made 
profits. The royalty and other terms of this agreement were by 
far better than any other concession in the Middle East at the 
time0 ARAMCO, unwilling to match these terms on the Saudi side 
of the Neutral Zone, agreed to relinquish this area in 1948.^
Thus an opportunity arose for the Saudis to bring in smaller 
independent companies who were eager to get a foothold in Saudi 
Arabia, and who were willing to offer more advantageous terms than 
the established majors.
In 1949 a concession was granted to the Pacific Western Oil 
Corporation (later renamed Getty Oil Company) in the one half share 
of Saudi Arabia in the Neutral Zone. This agreement provided for 
higher royalties per barrel of crude, and a share of the company*s 
net profits. The terms of this concession were even more favourable 
to Saudi Arabia than the Aminoil agreement Kuwait. The two 
concessionaires arranged a working organization to carry out 
exploration in this region. The first major commercial oil deposit 
in the Neutral Zone was found in 1953.
Another concession was granted by Saudi Arabia to the Arabian 
Oil Company (Japanese interest) in December 195'/, in the Continental 
Shelf outside the six mile territorial limits of the Neutral Zone,
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The same company obtained Kuwait's half right in this area a few
months later. The terms agreed to by the Japanese were even
better than the Getty agreeement of 1949. The duration of the
concession was much shorter, profits were divided 56 per cent
in favour of the Saudis, and the government was granted the power
of close supervision, The company started its operations in 1958
and struck its first commercial quantities of oil in 1960. The
successful finalization of these concessions in the Neutral Zone
was mainly due to the fact that at the time the independent oil
companies were eager to get a foothold in the Middle East. In
addition to that, some young Saudis who had finished their
petroleum training,' returned from America,, These petroleum
experts among Saudi officials were in a better position to stiffen
the government's demands from the companies applying for 
7concessions„
The ARAMCO concession underwent no major changes in the decade 
of the fifties in spite of some government pressure to make it 
integrate into downstream operation. The company was involved in 
expanding its facilities for the future0 ARAMCO's 1961 annual 
report of oil activities in Saudi Arabia showed that for the 
eighteenth consecutive year, crude oil production in the country 
had risen, The production in 1961 reached 1,4 million barrels per 
day, an increase of 11,7 per cent over that of 1960. Similarly, 
the amount of oil refined at the Ras Tanura refinery also 
increased by 10Q6 per cent, ARAMCO in that year invested more 
money in construction, and its development drilling added some
g
2,6 billion barrels of oil to the country's reserves.
2.00
Why State Owned Oil Company was Formed
’The General Petroleum and Mineral Organization (Petromin) 
was established in 1962, nearly twenty-five years after the 
first oil discovery was made in Saudi Arabia. In these year 
the financial position of the country had changed drastically, 
and modern establishments grew in and around the main cities.
But the form of government changed very little. The King was 
the Imam of the faithful, as well as the absolute monarch. The
law of the land was the Sariah or religious Islamic law as
recorded in the Koran. There was no written constitution
beside the Koran, no parliament or other form of elected 
assembly, and tribal tradition influenced the administration of 
the law. The King had his Majlis (council) which was open to any 
citizen who wished to attend. The first Council of Ministers 
headed by the King was formed in 1953, most of the ministers being 
members of the Royal Family. The council's power and influence 
were gradually increased, by the late fifties it had the power to 
approve annual budgets, international agreements and concessions.
During most of this period the relationship between ARAMCO 
and the government of Saudi Arabia was based on co-operation, 
and - due to the nature of the Saudi society - free from political 
involvements similar to those with which the Anglo-Iranian Oil 
Company and the Iraq Petroleum Company had had to contend. In
general, the company-government relations were well maintained and 
less acrimonious compared to Iran or Iraq, where the disputes 
which arose with the concessionaires led to nationalization and 
total deadlock in negotiations on a number of occasions. It is
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true there were times when Saudi Arabia brought strong 
pressure to bear on ARAMCO either to modify the terms of the 
concession, or to increase government revenues. But these 
disputes were all settled without any major break in the oil 
operations. Meanwhile, ARAMCO1s involvement in the country, 
plus the fact that Saudi Arabia’s foreign policy remained 
strongly anti-Communist, ensured continuous American support 
and assistance. With the help of America a Saudi monetary agency 
was established to perform the functions of treasury and central 
bank,^
Thus, Petromin was not established as a result of Saudi 
Arabian dispute with the Arabia-American Oil Company, or because 
of government dissatisfaction with the company’s operations in the 
country. Furthermore, the assertion that Petromin was founded 
only because the Saudi government wanted to exercise more control 
over ARAMCO is equally unlikely. Such control could have been 
achieved through the Oil Ministry, and in fact even after the 
establishment of Petromin, the responsibility for all the 
concessions was still in the hands of the Oil Ministry.
Petromin was formed mainly for two reasons. First, in the 
decade of the sixties there was a move towards decentralization 
in Saudi Arabia. In 1961 a supreme council for economic planning 
was created. There were studies to draft an oil law for the 
territory, and an Oil Ministry was established to take responsibility 
for oil affairs.^ Meanwhile, the Saudi Arabiam Monetary Agency 
was continuing its function of account keeping, and in general for
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the first time there was a tendency to establish specialized 
agencies to handle various tasks which,, prior to that time were 
all decided by the King or the Council of Ministers. Petromin 
was established in line with this movement toward a more 
decentralized and specialized approach of running the country.
The national oil company was also empowered to handle other 
individual projects apart from oil, and in this respect had a 
much broader base from which to operate compared with other 
national oil companies in the area.
The second main reason for the creation of Petromin was the 
fact that, at the time, other major oil exporters in the Middle 
East had shown a growing tendency to participate in the activities 
of their oil industry. Iran had nationalized her oil industry in 
1950, and although the consortium agreement did not provide Iran 
with more revenue per barrel than that of ARAMCO, the assets used 
by the consortium were Iranian property, and the National Iranian 
Oil Company was responsible for all non-basic activities, as well 
as the marketing of projects in Iran. Furthermore, the Petroleum 
Act of 1957 (see section on Iran) provided the framework for more 
participation by NIOC in the country’s oil industry.
The Kuwait National Petroleum Company was established in 1960, 
and was handling the internal distribution of petroleum products, 
and had plans for the international marketing of products. The 
Saudi government could not disregard all these developments across 
its borders and leave total control of its oil industry in the hands
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of the operating companies. So from this point of view, the 
establishment of Petromin was necessary to show that the state 
was interested to reduce the power of the foreign oil companies.
It must be noted that although this line of thought must have 
played an important role in the establishment of Petromin, it is 
very difficult to document it.
The government objective, which also supported the argument 
in favour of establishment of the state oil company, was to 
enlarge the scope of the existing oil industry, and to establish 
essential basic industries around which other secondary industries 
would grow. This was states as the main reason for the creation of 
the state oil company in the official Petromin publication.^
"The main aim behind establishment of this organization was the 
participation of the statement in industrial growth and the urging 
of foreign and local capital to invest in major vital industries 
which in turn would be the support of minor subsidiary industries... 
The main features of the Saudi economy called indeed for the 
establishment of such a policy of economic guidance and 
diversification of the sources .of wealth."
Another explanation of why Petromin was formed, was given by 
Sheikh Yamani in 1967 t ^
"....The basic philosophy behind our internal policy is 
that oil constitutes a valuable natural resource and 
represents the main source of our income. Therefore, 
it is a must for us to take an active role in its 
exploration and make the most out of it. The phrase 
’active role’ is relative term that changes with time 
and is governed by the practical means and capacilities 
at one’s disposal, not by one’s dreams and imagination.
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We are working very hard to improve our means and 
capabilities through various efforts. The 
petroleum university will contribute from the 
educational standpoint, while Petromin and its many 
subsidiaries will provide us with good practical 
experience in the oil industry...'1
It must be noted that for a while the Saudis tried to get
some participation in decision-making within ARAMCO and to force
it to integrate into downstream operations. But this approach was
abandoned as the Saudi Arabian Oil Minister, Sheikh Yamani, stated
13five years later in 1967:
"Five years ago, we came to the conclusion that to 
press for the ’integration' of the oil companies 
operating in Saudi Arabia was a useless and 
impractical label which had stigmatized our oil 
policy for some time past. Nothing could be 
gained by having foreign company X undertaking 
integrated oil operations, even competing with 
its parent companies. The integration which we 
are now seeking is the integration of our own 
national oil company, Petromin, and with effort 
and dedication we shall get it."
Establishment of Petromin
On 22nd November 1962, ■ Royal Decree No.25, was issued
which brought into existence the General Petroleum and Mineral
^ 14Organization. The Decree reads as follows:
ROYAL DECREE NO.25
25 Jumada II 1382 (22 November 3 962)
STATUTES FOR THE GENERAL PETROLEUM
AND MINERAL ORGANIZATION
Umm al-Qura No.1947
3 Rajab 1382 (30 November 1962)
20S
With the help of God Almighty,
We, Saud ihn Abd al-Aziz al Saud, King of Saudi Arabia;
After reviewing Article 29 of the Regulations of 
the Council of Ministers, issued under Royal Decree 
No.38, dated 22 shawwal 1377 (11 May 1958); and
On the basis of x<rhat the President of the Council 
of Ministers has submitted to us:
Decree as follows:
1, We approve the establishment of a public 
organization by the name of General Petroleum 
and Mineral Organization and sanction its 
statutes attached hereto.
2. The President of the Council of Ministers and 
the Ministers, within their respective 
jurisdictions, put this decree of ours into 
effect as of the date of its publication.
Royal Signature
Saud
STATUTES OF THE GENERAL PETROLEUM15
AND MINERAL ORGANIZATION
Name, Juristic Personality, and 
Domicile of the organization
Article 1. A general organization for petroleum and
minerals, to be attached to the Ministry of 
Petroleum and Mineral Resources, shall be 
established and shall be called the General 
Petroleum and Mineral Organization. It shall 
have juristic personality and be domiciled in 
the city of Riyadh.
Objectives and Functions of the Organization
Article 2. The objective of this Organization shall be to 
participate in the various phases of commercial 
(and) industrial activity connected with petroleum 
and minerals, with the purpose of developing, 
promoting, and improving both the petroleum and 
the mineral industries, and petroleum and mineral 
products and by-products, as well as related 
industries.
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Article 3
For this purpose the Organization shall,
specifically:
a. Implement and administer public projects 
for petroleum and mineral in the Kingdom.
b. Import, either directly or through agents, 
the country’s requirements of such mineral 
substances as shall be specified in a 
Decision to be issued by the Minister of 
Petroleum and Mineral Resources.
c. Conduct on its own or through others, 
theoretical and practical studies and 
research relating to petroleum and minerals.
d. Conduct, on its own or through others, such 
operations as the State may entrust to it in 
(the fields of) searching for, producing, 
refining, purchasing, selling, transporting, 
distributing, and marketing petroleum and 
mineral substances, whether inside or 
outside the Kingdom.
e. Cooperate with private organizations and 
companies carrying on petroleum and mineral 
activities, with the purpose of facilitating 
prospecting, exploration, and exploitation 
operations, including distribution or 
marketing.
f. Establish, either inside or outside the 
Kingdom, companies or enterprises in whose 
capital it i<rill participate, with the purpose 
of engaging in all phases of the industry of 
petroleum or minerals, and their derivatives 
and by-products, and of trading in, 
transporting, selling, distributing and 
marketing them.
The Organization may hold an interest or 
participate, in any manner whatsoever, in 
companies or organizations, which are engaged 
in similar activities or which may be of 
assistance to it in the attainment of its 
objectives, either inside or outside the 
Kingdom. It may also, subject to the 
limitations of regulations in force, buy, 
annex, or amalgamate such companies or 
organizations with it.
g. Invest its funds in securities pertaining to 
objectives similar to its own.
The Organization may, for the purpose of attaining
its objectives, contract loans, accept gifts and
donations, and orni movables and immovables.
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A s s e ts  o f  th e  O r g a n iz a t io n
Article 4. The assets of the Organization shall consist 
of:
a. Funds contributed by the State Treasury.
b. The advance which the Saudi Arabian 
Monetary Agency may place at its disposal.
c. All movables and immovables under its 
administration.
d. Loans contracted by the Organization.
e. Income realized from its engaging in such 
commercial or industrial activities as fall 
within the scope of its objectives.
The Organization’s Board of Directors and Functions
Article-' 5. The Organization’s Board of Directors composed 
of the following nine members:
The Minister of Petroleum and Mineral Resources, 
or someone delegated by him, as chairman,
The Governor of the Saudi Arabian Monetary Agency,
The Governor of the General Petroleum and 
Mineral Organization,
The Deputy Minister for Economic Affairs in the 
Ministry of Finance and National Economy,
The Deputy Minister of Commerce and Industry,
Two senior officials of the Ministry of Petroleum 
and Mineral Resources, to be appointed by a 
Decision of the Minister of Petroleum and 
Mineral Resources.
T-flro Saudis from among prominent financiers, 
businessmen, or men associated with petroleum 
and mineral affairs, to be appointed for a period 
of three years by a Decision of the Council of 
Ministers which shall specify their 
remuneration.
Any Ministry that has more than one Deputy 
Minister shall selected the Deputy to represent 
it on the Board.
Article 6. The Organization's Board of Directors is the 
authority that controls its affairs and the 
conduct of its business and lays down the 
general policy to he followed, without being 
bound by the administrative and financial 
regulations applicable to Government departments. 
Specifically, the Board of Directors may:
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a. Issue decisions as well as financial, 
internal, administrative and technical 
rules, including job descriptions and 
placements.
b. Draft without being bound by the rules 
and regulations applicable to Government 
officials and employees, rules governing 
the appointment and promotion of the 
Organization’s officials and employees 
and fixing their Salaries, wages, 
remuneration, benefits in cash or in kind, 
etc. Such shall be issued by a Decision 
of the Council of Ministers.
The Labour Regulations shall apply to the 
(Organization’s) workmen. With respect to 
the retirement right of its officials and 
employees however the Organization shall be 
found by the provisions of the Regulations 
for Retirement (from Civil Service issued 
under Royal Decree) No.6, dated 19 Safar 
1381 (1 August 1.961) and any amendments 
thereto.
c. Approve the Organization’s budgets and 
arrange for the issuance of a Decree 
regarding it. The fiscal year of the 
Organization shall be that of the 
Government.
d. Approve the Organization’s year~end accounts 
for verification by the competent authority.
Board M eetings  and D e c is io n s
Article 7. The Board of Directors shall be convened if 
at least five members are present.
The Board may, for the purpose of availing 
itself of their knowledge or experience, 
invite individuals to attend its sessions; 
such individuals shall have no voice in the 
deliberations. A Board meeting shall only be 
considered in quorum if attended by at least 
five members, including the Chairman, and 
Decisions shall be adopted by majority vote. 
However, if the Chairman of the Board opposes 
a Decision such Decision may be adopted only 
by a two-thirds majority vote of the directors 
present, provided the affirmative votes number 
no less than four.
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The O r g a n iz a t i o n ’ s Governor and h i s  F u n c t io n s
Article 8. A Governor for the Organization shall be 
nominated by the Minister of Petroleum 
and Mineral Resources and appointed by a 
Decision of the Council of Ministers which 
shall fix his remuneration.
Article 9. The Organization's Governor shall exercise 
the following functions:
a. Make preparations for meetings of the 
Board of Directors,
b. Implement Decisions of the Board Directors,
c. Supervise the drafting of the 
Organization's budget and year-end account. 
The internal rules shall specify the date 
for submitting the draft budget and year- 
end account to the Board of Directors,
d. Supervise .the Organization's officials, 
employees and workmen in accordance with 
the internal rules.
e. Issue the Organization's discursement orders, 
which function he may delegate.
f. Exercise the functions vested in him by 
virtue of Board Decisions and the 
Organization's Statutes and internal rules. 
Without prejudice to the provisions of these 
Statutes the Chairman of the Organization's 
Board of Directors shall be considered the 
higher authority to whom the Governor of 
the Organization reports.
Representation of the Organization by the Governor
Article 10. Within the limitations prescribed by internal 
rules, the Governor shall represent the 
Organization before the courts, accept gifts 
and donations on its behalf, contract loans, 
and enter into and sign contracts.
Fiscal Obligations of the Organization
Article 11. If the Organization engages in commercial or 
industrial activities, it shall be liable for 
the payment of all taxes and fee ” due - and 
fiscal obligations to the agencies to whom they 
are payable, In respect of all other activities, 
the Organization shall enjoy the fiscal and tax 
exemptions enjoyed by Government agencies.
2! 0
A u d i t  o f  th e  O r g a n iz a t i o n 1 s Accounts
Article 12. Without prejudice to the provisions of 
Article 6 (d), the Board of Directors 
shall appoint as auditor one or more persons 
who meet the statutory requirements. The 
Board shall set the remuneration of the 
auditor, who shall have the rights and 
obligations of an auditor in a joint-stock 
company. If there is more than one auditor, 
they shall be held jointly and severally 
responsible.
General Provisions
Article 13. The Organization shall, immediately upon 
formation, exercise the functions vested 
in it by virtue of these Statutes.
Article 14. These Statutes shall be published in the 
Official Gazette and shall go into effect 
as of the date of publication.
Discussions of PetrominTs Constitution
The Constitution of Petromin was set out in the previous
section. It showed that Petromin is attached to the Ministry
of Petroleum and Mineral Resources, and in effect is a project
16implementation agency. One of the principal objectives of 
the Saudi State Oil Company was to participate in various phases 
of commercial and industrial activities connected with petroleum 
and mineral industries. To enable the company to function in 
such wide-ranging activities, it was empowered to implement 
and administer public projects for petroleum and minerals, import 
mineral requirements (i.e., raw materials) and conduct studies. 
Furthermore, the company had the right to conduct petroleum and 
mineral operations, namely exploration, production, refining,
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purchase, sale, transport, distribution and marketing. It 
could also co-operate with private organizations in the same 
fields which were established either in Saudi Arabia or else­
where. Petromin could even buy its way into such organizations
or invest its funds in securities pertaining to objectives
. . , 17similar to its own.
Articles 5, 9 and 10 determined the structural aspect of
the state oil company. Petromin was controlled by a Board of
Directors, of which the Chairman was the Minister of Petroleum,
Other members of the board consisted of the Deputy Ministers
from the Ministry of Petroleum and Mineral Resources, the
Deputy Ministers of Finance and Commerce and Industry, the Governor
of the Saudi Arabian Monetary Agency, and two private businessmen.
The Governor of Petromin was also a member of the Board, and was
18given wide powers in the company’s statutes. Petromin was the 
executive agency of the Ministry of Petroleum and Mineral 
Resources, whose function was regulatory and supervisory. The 
Minister of Petroleum and Mineral Resources was also the Chairman 
of the Board of Petromin. This, plus the fact that two of his 
deputies were also in the nine man board, indicates a very close 
link between the Ministry of Petroleum and Mineral Resources and 
the state oil company.
The division of responsibility between the Ministry of 
Petroleum and Mineral Resources and Petromin was not set out in 
the Fourteen Article Statutes of the Company. But the Ministry 
of Petroleum and Mineral Resources outlined the nature of the
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division of responsibility between Petromin and the Ministry in
19a Bulletin published in 1965. The Ministry of Petroleum and 
Mineral Resources, which was founded nearly two years prior to 
the establishment of Petromin, was responsible for negotiating 
all concession agreements pertaining to petroleum and mineral 
resources, and for guiding and executing petroleum and mineral 
policies. In addition to that, the Ministry was responsible for 
supervising the activities of the concessionaires with regard to 
the concession agreement. So the Ministry was responsible for 
safeguarding the interests of the Saudi Arabian government.
The Ministry's Bulletin indicated that Petromin was a state 
corporation in the nature of an industrial development corporation, 
which undertook the development of industry in the Kingdom based 
upon its petroleum and mineral resources. Petromin also acted 
as a 'Think Tank' to the Ministry, providing it with new ideas 
which it would undertake to execute if the projects were deemed 
feasible. Petromin was not a substitute for private enterprise, 
but rather acted in collaboration with private capital investors, 
and undertook large schemes for' which private capital on the 
required scale was clearly not available locally. It was envisaged 
that all its successful projects would be open for public share- 
holding participation.^
The role of private capital in activities of Petromin was 
specifically stated in Article 2 (e) of the company's Statutes. 
According to this Article, the company was allowed to co-operate
213
with ’private1 organizations and companies. On the other hand,
part-(f) of the same Article empowered Petromin to establish,
acquire or participate in companies and organizations engaged
in similar activities either inside or outside Saudi Arabia.
This would allow Petromin to participate in any joint
* 21organization with other national oil companies. 1
The financial aspects of Petromin are given in Articles 3,
4, 6 and 11 of the Statutes, The company would obtain its
finance from the government (State Treasury). The advance which
the Saudi Arabian Monetary Agency may place at its disposal,
loans contracted by the organization and income realized from its
engaging in commercial activities. For example, Petromin's
51 per cent share of capital in the Saudi Arabian Fertiliser
Company (SAFCO) was supplied by the government. The profits to
Petromin out of this venture would go to the government, except
for Petromin's reinvestment requirements. As for taxes,
Petromin's profits out of commercial or industrial activities
were liable to the payment of all taxes. In respect of the other
activities carried out by the organization, a tax exemption
2 2similar to other government agencies applied.
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CHAPTER X
' EARLY ACTIVITIES OF PETROMIN 
(1962 - 1972)
In this section we discuss the activities of Petromin 
during its early stages of development and prior to the 
participation agreement which gave Saudi Arabia a share in 
ARAMCO in 1972. But before listing such activities, a few 
words must be said about the way in which this organization 
was functioning.
Petromin was basically divided into two main sectors - 
planning and operations. The planning department consisted 
of technical, trade and industrial relations departments.
Operations was divided into five sections, including financial 
control, industrial accounts, administration, public relations, 
and organization and methods. A project would be handled by 
the planning side where a feasibility study was carried out, 
and construction completed. All engineering studies, supervision 
of design and manpower planning was done by the planning side of 
Petromin. After the project started to operate, the operations 
section took over all responsibilities. When a project was 
launched, Petromin established an Executive Management Committee, 
which was responsible to the planning sector of Petromin. After 
the project was completed, this Executive Management Committee 
became the nucleus of a Board of Directors with responsibility to 
the Petromin operations side. Once the project reached the company
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stage, it had a separate juristic personality. This meant 
that some companies might be owned wholly and directly by 
Petromin, while others might be owned jointly with the private 
sector. The marketing of petroleum products in Saudi Arabia 
is controlled by organizations which are wholly-owned subsidiaries 
of Petromin with no separate juristic personality.
Domestic Market
Petromin was empowered by its Statutes (Article 2e) to 
market and distribute all forms of petroleum products within 
Saudi Arabia. Petromin took over the distribution of petroleum 
products in Saudi Arabia in stages. In March 1964, facilities in 
the Western Province were bought from ARAMCO. The company also 
obtained a 75 per cent interest in a refinery at Jeddah. The 
Saudi Arabian Refining Company (SARCO), initiated by a Saudi private 
company retained 25 per cent interest. This refinery went into 
operation in 1968 with a capacity of 12,000 barrels per day. The 
distribution of petroleum products by Petromin in the remainder of 
the country was started in July 1967, when ARAMCOTs domestic 
marketing facilities in the Eastern Province and central and 
northern areas was bought, Petromin thus owned and operated bulk 
distribution plants in Jeddah, Dhahran, Riyadh, Al-Khanj, Hofuf and 
Turaif, as well as the airport refuelling facilities at Dhahran, 
Riyadh, Gasumah, Badonah and Turaif, Prior to the completion of 
Jeddah refinery, all products came from ARAMCO's Ras Tanura 
refinery. Consumption of petroleum products was reported to be 
some 30,000 barrels per day and increasing by 20 per cent annually 
in 1967,1
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In this period Petromin handled only bullc distribution, 
and retail marketing was done entirely by the private sector, 
The exception to that was Petromin’s distribution of retail 
supplies to remote places mainly in the north. Otherwise, 
Petromin supplied the filling-station owners in bulk at its
depots. Filling-station owners were licensed by the government.
Petromin also tried to unify bulk prices (with a transport
differential) throughout the country in order not to give one
centre a particular advantage over others.
TABLE X.1
CONSUMPTION OF PETROLEUM PRODUCTS IN SAUDI ARABIA,
............... 1966-74...
Years Consumption in Yearly Change
Barrels per Day %
1966 26,400 _
1967 30,400 15.2
1968 36,500 20.1.
1969 39,000 6.8
1970 41,500 6.4
1971 47,000 13.2
1972 55,000 17.0
1973 68,000 23,6
1974 75,000 10.3
Source: Dr. Nicholas Sarkis (ed.) Arab Oil Directory,
Beirut, Arab Petroleum Research Centre, 1974, 
• p.318.
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The Arabian Geophysical and Surveying Company (ARGAS)
This company was established in April 1964 by Petromin,
51 per cent, and Compagnie Generale de Geophysique (CGG),
49 per cent equity share holdings. The Arabian Geophysical 
Surveying Company, with a capital of SR.2,000,000, was formed 
to carry out geophysical and surveying operations in search 
for oil, gas, minerals and underground water in the Kingdom of 
Saudi Arabia and neighbouring countries. The company has 
established a training centre in Jeddah and so far has trained 
a number of Saudi nationals who are working with operating 
crews in the country. A number of Saudi nationals who have 
already completed their training in the Kingdom, have been sent 
to France to obtain higher qualifications in the field of their 
specialization,^
The Arabian Drilling Company (ADC)
The Arabian Drilling Company (ADC): this company was
established with an authorized capital of SR.10,000,000 on 
7th April 1964. Petromin has 5.1 per cent interest in the company, 
and the remaining 49 per cent belongs to two French companies, 
Ionex and Languedocienne Forenco. Objectives of the Arabian 
Drilling Company are to carry out drilling operations in search 
of oil, minerals and underground water both inside and outside 
Saudi Arabia, and also to undertake work-over operations of 
wells and rendering of other related services.
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The agreement under which ADC activities were planned,
provided for 10 per cent of the company’s profits to be used
for training Saudi nationals at its training centre in Jeddah.
Some of the trainees have been sent to France to acquire
higher qualifications in the areas of their specializations.
The Arabian Drilling Company has carried out drillings for
ARAMCO in Saudi Arabia, Getty Oil in the Neutral Zone, and
3Sunpetrol of Spam m  northern Kuwait.
Jeddah Oil Refinery Company
This company was established by Petromin in 1968 with the 
participation of Saudi Arabian Refinery Company (Petromin owned 
75 per cent of the shares, and the remaining 25 per cent belongs 
to Saudi shareholders). Jeddah refinery was built with the 
capacity of 12,000 barrels per day by Chiyoda Chemical Engineering 
and Construction Company, which is a subsidiary of Mitsubishi of 
Japan. The products of this refinery were sufficient for nearly 
30 per cent of the total consumption of the Western Province, 
and the balance was supplied from Ras Tanura refinery owned by 
the Arabian American Oil Company (ARAMCO)J*
On 7th January 1972, an agreement was signed in Riyadh with 
Chiyoda Chemical Engineering and Construction Company Ltd., of 
Japan for expanding Jeddah Oil Refinery by 33,000 barrels per day, 
thus raising its total capacity to 45,000 barrels per day by 
1974.5
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TABLE X. 2
CAPACITY OF JEDDAH REFINERY BOTH 
BEFORE AND AFTER'EXPENSION
Barrels per day
Product Capacity before Capacity after 
Expansion Expansion
L.P.G. 100 900
Regular and Premium Gasoline 2,527 11,600
Kerosene and Jet Fuel 1,380 9,790
White Diesel Fuel 2,870 12,290
Fuel Oil 4,080 8,000
Asphalt 500 14,000
Source: General Petroleum and Mineral Organization
(Progress Report 1970-71), p.21.
The consumption of petroleum products in Western Province of 
Saudi Arabia was 6,612 barrels in 1970. Considering 12 per cent 
annual growth in consumption in this region, by 1975 the demand 
would be 11,600,000 barrels per year, and in 1980 it would reach 
approximately 20,000,000 per year. Hence, with expansion, the 
Jeddah refinery is capable of meeting the demand of the Western 
Province until 1979.^
Petromin, through its industrial training centre in Jeddah, 
organizes training programmes for personnel of the refinery in 
different areas of their responsibilities.
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Riyadh Oil Refinery
•This refinery meets oil product requirements in the Central
Province of Saudi Arabia. Chiyoda Chemical Engineering and
Construction Company Ltd., of Japan, signed an agreement in
January 1972 to build Riyadh refinery. In return for this
project and the expansion of the Jeddah refinery, Mitsubishi has
agreed to purchase from Petromin approximately 70 million barrels
of Arabian light and heavy crudes over a period of four to five
y e a r s .  T h is  c rude  w i l l  be made a v a i l a b l e  by ARAMCO unde r  th e
Saudi Arabian government entitlement to receive all or part of
7royalty m  lcmd rather than in cash.
Riyadh Oil refinery annual production is shown in the table 
below.
TABLE X.3 
RIYADH REFINERY’S ANNUAL PRODUCTION
Product Quantity
L.P.G. 260,700 barrels
Regular Gasoline 1,500,671 barrels
Premium Gasoline 611,329 barrels
Kerosene and Jet Fuel 712,800 barrels
Diesel 1,029,600 barrels
Fuel Oil 194,700 barrels
Source: General Petroleum and Mineral Organization
(Progress Report 1970-71), p.23.
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This production is expected to meet the demand for petroleum 
products in the Central Province until 1977, when the refinery 
would be expanded to 20,000 barrels per day. Riyadh Oil refinery 
will be supplied with light crude of 33.2° API gravity from
g
Khurais oilfield, via a 150 milometres-long pipeline.
At the time when negotiation for this refinery was in 
progress, there were suggestions that oil product demand could be 
purchased from ARAMCO*s refinery at Ras Tanura, without any 
need for a separate refinery at Riyadh. On the other hand,
Dr. Taher, the Governor of Petromin, argued that although some 
petroleum products are available in Ras Tanura, products such as 
LPG and asphalt, can be manufactured more cheaply in Riyadh, and 
building the refinery was also important in view of future demand 
for products in central Saudi Arabia.
Petroleum Lubricating Oil Company (Petrolube)
Petromin Lubricating Oil Company (Petrolube): this company
was established in 1967 and is jointly owned by Petromin, 71 per 
cent, and Mobil Oil Investments, 29 per cent. Petrolube1s 
objectives are to undertake all activities relating to the 
refining, processing, manufacturing, blending, transporting and 
marketing of lubricating oils and allied products. The capital 
of the company in 1968 was SR. 3,000,000 ($666,900), and was later 
increased to SR,10,000,000 ($2,22 million). Construction of the 
lubricating oil plant, which is located near Jeddah refinery, was 
completed in September 1971, and began full production on 1st October 
1971, The productive capacity in the first year of operation was
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approximately 50,000 barrels, but it was anticipated that the 
production of this plant would reach 100,000 barrels by 1978,^
Petroleum Tankers and Mineral Shipping Company (Petroship)
This company was established in 1970 as a Petromin
subsidiary with authorized capital of SR.25 million ($5.56
million). In March 1971, Petroship took delivery of its first
oil tanker, "Taiba". This tanker has a capacity of 27,232 d.w.t.,
and made its first trip from Ras Tanura to Jeddah carrying oil
produced by ARAMCO to Jeddah oil refinery.^
Petroship has ordered two more tankers, each with a capacity
of 40,000 d.w.t,, which are being built by Yugoslavia, and would
increase the total capacity of Petroship tankers to over
100,000 d.w.t. The payment for construction of these tankers was
made by shipment of 1.8 million tons of crude oil, which is
12another example of barter type trading with royalty oil.
The company has opened a class to prepare trainees to join 
naval institutes abroad. They will graduate as naval officers 
qualified to operate and maintain tankers.
The Saudi Marine Petroleum Construction Company (Marinco)
Another venture in the petroleum sector was the establishment 
of Marinco in 1969, which is a joint venture between Petromin,
51 per cent, and McDermott of USA, 49 per cent. The company built 
a jetty at Ras el Khafji for the Arabian Oil Company, which was 
completed in 1972. Marinco also constructed a gas oil separator on 
Abu Ali Island for ARAMCO in 1972.^*
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All these companies, together with Petroleum Marketing, 
Whichis responsible for operating petroleum product distribution 
facilities in the Eastern, Central and Northern Provinces of 
Saudi Arabia, constitute major activities of Petromin in oil 
and' related industries in the period covered by this section.
But Petromin*s role goes further than the oil sector into the 
natural gas, petro-chemical and mineral industries. In fact, one 
of the main objectives of Petromin is to strive to diversify the 
Sources of income and widen the economic base of the Kingdom of 
Saudi Arabia. In this respect Petromin is quite different from 
Other national oil companies, as is evident from the name 
"Petromin", which is an abbreviation of the words ’Petroleum" and
-I
"Minerals",' and constitutes the basic activity of the General 
Petroleum and Mineral Organization. Next we turn to the activities 
Of Petromin outside the oil sector.
The- Saudi Arabian Fertilizers Company (SAFCO)
This company was the first national project to be established 
by Petromin in 1965, with 49 per cent participation of the 
private sector. The plant, which is located in Damman, uses 
ttdtural gas from the Eastern Province to produce fertilizers. 
Construction of this plant started in 1967, and its production 
Capacity is 1;100 tons of urea and 35 tons of sulpher per day. 
PetrOmin has signed an agreement with Intezone Company of USA 
to sell all quantities of fertilizers in excess of the requirement 
bf local marketing. SAFCO has started a training programme for
i C
the Saudi operators in order to enable them to take over the
; ; • j . ■ . , 14
responsibilities of the foreigners in all parts of the plant.
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SAFCOf s $ 4 0 .m i l l i o n  gas b a s e d  Damman p l a n t  had  c o n s id e r a b l e  
t e c h n i c a l  d i f f i c u l t i e s ,  which a f f e c t e d  th e  s t a b i l i t y  o f  
p r o d u c t i o n .
The P e tro m in  S u lp h u r ic  Acid P l a n t  ( P e t r o c i d )
C o n s t r u c t io n  o f  t h i s  p l a n t  i n  P e t ro m in 1s i n d u s t r i a l  a r e a
a t  Damman, was com ple ted  by th e  end o f  May 1971. T h is  p l a n t  i s
w holly-ow ned by P e t ro m in  and i t s  p r o d u c t io n  c a p a c i t y  i s  50 to n s
o f  s u l p h u r i c  a c id  p e r  day , which i s  e x t r a c t e d  from  n a t u r a l  gas
s w e e te n in g  p r o c e s s  a t  SAFCO. I t  a l s o  g e t s  i t s  e l e c t r i c  pow er-
35s team  r e q u i r e m e n ts  from  SAFCOTs f a c i l i t i e s .  Most o f  th e  o u tp u t  
i s  u sed  f o r  l o c a l  consum ption .
S t e e l  R o l l i n g  M i l l  (S u lb )
One o f  P e t r o m in 1s o b j e c t i v e s ,  as m en tioned  b e f o r e ,  i s  to  
engage i n  e x p l o i t a t i o n  and developm ent o f  v a r i o u s  m e t a l l i c  and 
n o n - m e t a l l i c  m in e r a l s  a v a i l a b l e  i n  Saudi A r a b ia .  P e t ro m in ,  in  
c o - o r d i n a t i o n  w i th  th e  D i r e c t o r a t e - G e n e r a l  o f  M in e ra l  R e s o u rc e s ,  
h as  p r e p a r e d  f e a s i b i l i t y  s t u d i e s  f o r  th e  e x p l o i t a t i o n  o f  i r o n  o re  
d e p o s i t s  d i s c o v e r e d  i n  Wadi F a t im a ,  Wadi a l-Sawaw an and J a b e l  I d s a s  
a r e a s .  The s t e e l  r o l l i n g  m i l l  was e s t a b l i s h e d  i n  Jed d ah  i n  1967 
w i th  th e  p r o d u c t io n  c a p a c i ty  o f  45 ,000 to n s  a y e a r .  T h is  company 
i s  w holly -ow ned  by P e t ro m in ,  w i th  th e  aim o f  m e e t in g  th e  growing 
demand f o r  i r o n  b a r s  u sed  f o r  b u i l d i n g  and c o n s t r u c t i o n  p u r p o s e s .  
The m i l l  p ro d u ced  i r o n  b a r s  o f  s t a n d a r d  com m ercial s i z e s  from  
im p o r te d  b i l l e t s .  I t  m ust be n o te d  t h a t  a l th o u g h  th e  c a p a c i ty  o f  
th e  m i l l  i s  45 ,000  to n s  a y e a r ,  th e  a c t u a l  p r o d u c t i o n  u n t i l  1971
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was much low er  th a n  t h i s  c a p a c i t y . ^  P la n s  w ere  c o n s id e r e d  i n
1972 to  m a n u fa c tu re  b i l l e t s  i n  Saudi A ra b ia  on a com m ercial
b a s i s ,  and a l s o  to  i n c r e a s e  th e  c a p a c i t y  o f  b a r  m a n u fa c tu re  from
45,000  to n s  a n n u a l ly  t o  be tw een  250,000 and 300 ,000  to n s  a n n u a l ly
M a n u fa c tu r in g  o f  sponge i r o n  was a l s o  c o n s id e r e d  w i th  p l a n s
e i t h e r  to  im p o r t  o r e  from  a b ro a d ,  o r  to  u t i l i z e  th e  Kingdom’ s
v a s t  r e s e r v e s  o f  i r o n  o re  d e p o s i t s  i n  Wadi F a t im a ,  i n  w e s t e r n  
1 7Saudi A ra b ia .
P e tro m in * s  J o i n t  V e n tu re  Agreements f o r  O i l  P r o d u c t io n
The g r a n t i n g  o f  c o n c e s s io n s  does n o t  l i e  w i t h i n  th e  powers
o f  P e t ro m in ,  and i s  h a n d le d  by th e  M in i s t r y  o f  P e t ro le u m  and
M in e ra l  R e s o u rc e s .  But P e t ro m in ,  l i k e  any o t h e r  company, i s
g r a n t e d  e x p l o r a t i o n  l i c e n c e s  by th e  governm ent o f  Saud i A r a b ia .
P r i o r  to  th e  e s t a b l i s h m e n t  o f  P e t ro m in ,  Saudi A r a b i a ’ s r o l e  i n
i t s  o i l  i n d u s t r y  was b a s i c a l l y  to  s u p e r v i s e  o i l  c o n c e s s i o n a i r e s
and c o l l e c t i n g  r o y a l t i e s  and t a x e s .  E x c e p t io n s  to  t h a t  w ere  th e
ow nersh ip  o f  10 p e r  c e n t  o f  th e  A ra b ia n  O i l  Company o f  J a p a n ,  and
18th e  ow nersh ip  o f  l o c a l  r e t a i l  p ro d u c t  d i s t r i b u t i o n  f a c i l i t i e s .
As a f i r s t  s t e p  tow ards  more in v o lv em en t  i n  th e  s e a r c h  and 
p r o d u c t io n  o f  c rude  o i l  i n  th e  Kingdom, an ag reem en t  was s ig n e d  
w i th  t h e  F re n ch  group AUXIRAP (a  s u b s i d i a r y  o f  t h e  F ren ch  s t a t e  
o i l  company, ERAP) i n  A p r i l  1965. T h is  c o n c e s s io n  was g r a n t e d  
f o r  e x p l o r a t i o n  o f  o i l  i n  s p e c i f i c  a r e a s  a lo n g  th e  Red Sea c o a s t s  
and i n  th e  e v e n t  o f  o i l  b e in g  d i s c o v e r e d  i n  com m ercial  q u a n t i t i e s  
a  new company would be formed by th e  f o r e i g n  p a r t n e r  and P e tro m in  
f o r  th e  e x p l o i t a t i o n  o f  th e  o i l  d e p o s i t s .  T h is  ag reem en t  i s ,  i n
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f a c t ,  a  d u a l  ag reem en t -  th e  f i r s t  be tw een th e  governm ent and
th e  f o r e i g n  c o n c e s s i o n a i r e ,  and th e  o t h e r  be tw een  P e tro m in  and
th e  f o r e i g n  p a r t n e r  f o r  j o i n t - s t r u c t u r e  e x p l o i t a t i o n .  P e tro m in
was e n t i t l e d  to  ta k e  a 40 p e r  c e n t  s h a r e h o ld in g  i n  t h i s  j o i n t ”
s t r u c t u r e  company, and e x p l o r a t i o n  o u t l a y  made by AUXIRAP would
coun t tow ards  th e  F rench  60 p e r  c e n t  s h a r e .  A lthough  P e tro m in
i s  th e  m i n o r i t y  s h a r e h o l d e r ,  i t  h a s  e q u a l  v o t in g  and e x e c u t iv e  
. . 19powers m  th e  j o i n t  company. I n  1968 AUXIRAP s ig n e d  a t h i r d
o f  i t s  i n t e r e s t  o v e r  to  th e  T ennessee  O i l  Company (TENNECO), and
i n  1973 s ig n e d  th e  re m a in in g  t w o - th i r d s  i n t e r e s t  to  t h e  same
20company. By 1973 no com m ercial o i l  had b een  fo u n d .
I n  December 1967, Pe trom in .m ade  i t s  second j o i n t  v e n tu r e
agreem ent i n  o i l  e x p l o r a t i o n  and deve lopm en t.  T h is  was a
t r i p a r t i t e  a g re e m e n t ,  co m p r is in g  an ag reem en t  b e tw een  th e  Saudi
A ra b ia n  governm ent and P e t ro m in ,  whereby th e  l a t t e r  was g r a n t e d
a  6 y e a r  e x p l o r a t i o n  l i c e n c e ,  fo l lo w e d  by a 30 y e a r  e x p l o i t a t i o n
c o n c e s s io n  i f  o i l  was found . S econd ly ,  a c o n t r a c t  be tw een  P e tro m in
and ENI’ s s u b s i d i a r y  AGIP, under  w hich P e t ro m in  r e t a i n e d  l e g a l
t i t l e ,  b u t  a s s ig n e d  to  AGIP i t s  r i g h t s  and o b l i g a t i o n s  from th e
f i r s t  c o n c e s s io n  ag re e m e n t ,  r e s e r v i n g  a p e r c e n ta g e  i n t e r e s t  i n
th e  e s t a b l i s h m e n t  o f  a j o i n t  o p e r a t i n g  company. T h i r d l y ,  an
agreem en t  be tw een  P e tro m in  and ENI*s s u b s i d i a r y  ANIC f o r
21e s ta b l i s h m e n t  o f  a  j o i n t  p e t r o - c h e m ic a l  v e n t u r e .  P e tro m in  had
a 30 p e r  c e n t  o p t io n  on th e  e q u i t y  o f  th e  Saud i A ra b ia n  O i l
Company (SAOC), w hich would be s e t  up to  o p e r a t e  th e  e x p l o i t a t i o n
c o n c e s s io n .  In  1968 AGIP a s s ig n e d  50 p e r  c e n t  o f  i t s  i n t e r e s t s  to
22P h i l l i p s ,  and by 1973 no com m ercial o i l  had been  found .
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The t h i r d  j o i n t  v e n tu r e  agreem ent was w i th  th e  Sun O il
Group, whose members a r e  A ra b ia n  Sun O il  Company, Natomas
A ra b ia n  O i l ,  D i l l in g h a m  A ra b ia n  O i l  I n c . ,  S a n ta  Fe I n t e r n a t i o n a l
C o r p o r a t io n ,  T i  A ra b ia n  E x p l o r a t i o n  C o r p o r a t io n ,  and th e  O i l  and
23Gas Development C o r p o r a t io n  o f  P a k i s t a n .
The m o t i v a t i o n  o f  P e tro m in  i n  e n t e r i n g  i n t o  j o i n t  v e n tu r e
ag reem en ts  f o r  p r o d u c t io n  o f  c rude  o i l  was n o t  s i m i l a r  to  t h a t
o f  NIOC i n  I r a n ,  w hich was m ain ly  to  s e c u r e  more f o r e i g n  exchange
e a r n in g s  f o r  th e  governm en t. I n  th e  c a se  o f  P e t ro m in ,  th e  g e n e r a l
p o l i c y  o f  t h e  governm ent d i v e r s i f y i n g  th e  so u rc e  o f  income and
i n t e g r a t i n g  th e  o i l  i n d u s t r y  more f u l l y  i n t o  th e  economy, p la y e d  
24an im p o r ta n t  r o l e .  I n  th e  f i r s t  j o i n t  v e n tu r e  ag reem en t  t h e  
A ra b ia n  G e o p h y s ica l  and S u rvey ing  Company, a j o i n t  v e n tu r e  of  
P e t ro m in ,  d id  th e  s e i s m ic  su rveys , and th e  A ra b ia n  D r i l l i n g  Company, 
a n o th e r  company where P e t ro m in  had  51 p e r  c e n t  i n t e r e s t ,  d id  th e  
d r i l l i n g .
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CHAPTER XI
THE CHANGING ROLE OF PETROMIN IN 
THE SAUDI ARABIAN OIL INDUSTRY
I n  th e  p a s t  two c h a p te r s  we d i s c u s s e d  th e  h i s t o r i c a l  e v o lu t io n  
o f  th e  o i l  i n d u s t r y  i n  Saudi A ra b ia  and th e  deve lopm en t o f  t h e  
n a t i o n a l  o i l  company P e tro m in  d u r in g  i t s  f i r s t  decad e  o f  o p e r a t i o n .
But t h e  r a p i d  changes i n  th e  s t r u c t u r e  o f  t h e  o i l  i n d u s t r y  i n  t h e  
M iddle  E a s t  s in c e  1972 have a f f e c t e d  th e  o b j e c t i v e  and th e  r o l e  of 
P e tro m in  c o n s id e r a b l y .  L ik e  some o t h e r  o i l - p r o d u c i n g  c o u n t r i e s ,
Saudi A ra b ia  r e a l i z e d  t h a t  i t s  n a t i o n a l  o i l  company was n ° t  y e t  
c a p a b le  o f  t a k in g  over  a l l  th e  o p e r a t i o n s  o f  th e  c o u n t r y ’ s o i l  i n d u s t r y  
f u l l y  and r e q u i r e d  th e  p r e s e n c e  o f  f o r e i g n  f i r m s .  C o n s e q u e n t ly ,  
t h e  a c t i v i t i e s  o f  P e t ro m in  had to  be l i m i t e d  to  what t h e  a u t h o r i t i e s  
th o u g h t  t h e  company co u ld  e f f i c i e n t l y  do w h i le  c o n s id e r in g  th e  
p o l i t i c a l  and economic i n t e r e s t  o f  Saudi A ra b ia  i n  g e n e r a l ,  and th e  
f u t u r e  r e l a t i o n s h i p  w i th  th e  f o r e i g n  o i l  f i r m s  i n  p a r t i c u l a r .
In  t h i s  c h a p te r  we d i s c u s s  t h e  a c t i v i t i e s  o f  P e t ro m in  s in c e  1973 
w hich have in v o lv e d  a number o f  j o i n t  v e n tu r e  a c t i v i t i e s  w i th  i n t e r ­
n a t i o n a l  o i l  f i r m s ,  and a l a r g e r  number of such  p la n n e d  v e n tu r e s  which 
were l a t e r  changed o r  c a n c e l l e d .  We a l s o  d e a l  w i th  t h e  d i r e c t  s a l e s  
o f  c ru d e  o i l  and p e tro le u m  p r o d u c t s  by P e t ro m in ,  and t h e  f u t u r e  r o l e  
o f  t h e  company v i s - a - v i s  t h e s e  s a l e s .
I t  m ust be n o te d  t h a t  t h e  f u t u r e  o f  t h e  o i l  i n d u s t r y  i n  Saudi 
A ra b ia  and th e  r o l e  o f  P e t ro m in  l a r g e l y  depend on t h e  outcome of  th e  
s e t t l e m e n t  under  n e g o t i a t i o n  w i th  th e  A ra b ia n  A m erican O i l  Company, 
ARAMCO, The s o u rc e s  o f  i n f o r m a t io n  c o n c e rn in g  t h e s e  n e g o t i a t i o n s ,  
and in d ee d  any i n f o r m a t io n  a b o u t  t h e  o i l  i n d u s t r y  in  Saud i A ra b ia ,
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a r e  v e ry  l i m i t e d .  P e t ro m in ’ s p u b l i c a t i o n s  a r e  few and do n o t  
c o n s t i t u t e  an  u p - t o - d a t e  s o u rc e  o f  i n fo r m a t io n  on th e  a f f a i r s  o f  
t h e  company. Hence, t h i s  c h a p te r  r e l i e s  h e a v i l y  on th e  o i l  
economic j o u r n a l s  i n  g e n e r a l  and th e  M iddle  E a s t  Economic Survey 
i n  p a r t i c u l a r ,  as  i t  has  r e p o r t e d  t h e  deve lopm ent o f  t h e  Saudi 
A ra b ia  o i l  i n d u s t r y  i n  c o n s id e r a b l e  d e t a i l .
The S iz e  o f  t h e  O il  ‘O p e ra t io n s  i n  Saudi A ra b ia
P r i o r  t o  any d i s c u s s i o n  on th e  p r e s e n t  and d e v e lo p in g  r o l e  o f  
t h e  n a t i o n a l  o i l  company of  Saudi A r a b ia ,  i t  i s  e s s e n t i a l  t o  m en t io n  
th e  s c a l e  o f  t h e  o i l  i n d u s t r y  i n  th e  Kingdom. S aud i A r a b i a ’ s p roved  
o i l  r e s e r v e s  ( e x c lu d in g  th o s e  i n  th e  S a u d i-K u w a it i  N e u t r a l  Zone) 
were e s t im a te d  to  be more th a n  100 b i l l i o n  b a r r e l s ,  w i th  a n o th e r  72 
b i l l i o n  b a r r e l s  p r o b a b le .  Thus Saudi A r a b ia ’ s r e s e r v e s  a r e  g r e a t e r  
th a n  any o t h e r  c o u n t r y  i n  t h e  w o r ld ,  and c o n s t i t u t e  n e a r l y  o n e - f i f t h  
o f  t h e  w o r l d ’ s p ro v en  r e s e r v e s . ^  With th e  p r e s e n t  i n s t a l l e d  
p r o d u c t io n  c a p a c i t y  o f  n e a r l y  12 m i l l i o n  b a r r e l s  d a i l y  and f u t u r e  
d e v e lo p m e n ts ,  t h i s  c o u n try  i s  em erging as th e  o n ly  OPEC member c a p a b le  
o f  i n c r e a s i n g  i t s  p r o d u c t io n  to  meet th e  i n c r e a s i n g  demand f o r  o i l  i n  
th e  1 9 8 0 's .  The f o l lo w in g  t a b l e  shows th e  e v o l u t i o n  o f  Saudi A ra b ia n  
r e s e r v e s  o f  c ru d e  o i l  be tw een  1970 and 1974, b ro k en  down by company 
(G e tty  O i l  and A ra b ia n  O il  a r e  o p e r a t i n g  i n  th e  S a u d i-K u w a it i  
N e u t r a l  Z o n e ) .
TABLE X I - 1
SAUDI ARABIAN OIL RESERVES
( b i l l i o n  b a r r e l s )
__________ 1970________ 197J__________ 1972 1973 1974
ARAMCO 135.00 134.72 133.83 133.68 136.85
G e t ty  O il  0 .7 0  0 .6 5  0 .6 2  0 .6 0  0 .7 2
A ra b ia n  O il  3 .0 0  2 ,89  2 .62  2 .55  3 .47
TOTAL 138.70______ 138.26_______ 157,07_______ 136.83 141 . 04
S o u r c e : M idd le  E a s t  Economic S u rv e y , December 26, 1975, p . 4 .
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Most o f  th e  o i l  e x p o r te d  from Saudi A ra b ia  i s  p roduced  by 
ARAMCO. The p r o d u c t io n  o f  o i l  i n  t h e  N e u t r a l  Zone s h a re d  by 
Saudi A ra b ia  and Kuwait i s  l e s s  th a n  5 p e r  c e n t  o f  t h e  t o t a l  
Saudi A ra b ia n  o i l  p r o d u c t io n .  The f o l lo w in g  t a b l e  shows th e  o i l  
p r o d u c t io n  i n  t h e  Kingdom i n  r e c e n t  y e a r s .
TABLE XI-2
CRUDE OIL PRODUCTION IN SAUDI ARABIA (1973-1977)
.( thousand b a r r e l s  d a i l y )
Year______________________ P ro d u c t io n _____________I n c r e a s e / d e c r  eas e
1973 7 ,602
1974 8 ,484  + 1 1 . 6
1975 7 ,076  - 1 6 .6
1976 8 ,579  +2 1 . 2
1977 9 ,157  ( e s t im a te )  +6 .7
S o u rc e : M iddle  E a s t  Economic S u rv e y , F e b ru a ry  21, 1975
and March 21, 1977.
E x p o r t  o f  o i l  from OPEC c o u n t r i e s  amounted to  28 .6  m i l l i o n
b a r r e l s  a  day i n  1976, and Saudi A ra b ia  p ro v id e d  n e a r l y  30 p e r  c e n t  
2of t h e  t o t a l .  C o n s id e r in g  th e  i n c r e a s e  m  p r o d u c t i o n  c a p a c i ty  
w i t h i n  a~ few y e a r s  to  some 15 m i l l i o n  b a r r e l s  p e r  d a y ,  which i s  n e a r l y  
h a l f  o f  th e  p r e s e n t  e x p o r t  o f  OPEC members t a k e n  t o g e t h e r ,  th e  
im p o r ta n c e  and t h e  s i z e  o f  th e  o i l  o p e r a t i o n s  i n  S aud i  A ra b ia  
becomes a p p a r e n t .  T h i s , t o g e t h e r  w i th  th e  s i z e  of t h e  re v e n u e s  ( s e e  
t a b l e  below) a c c r u in g  to  t h e  Kingdom, g iv e s  t h e  c o u n t r y  a un iq u e  
o p p o r tu n i ty  and power t o  choose  o i l  p o l i c i e s  i n  such  a way as  to  
f u l f i l  i t s  p o l i t i c a l  and economic o b j e c t i v e s .
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TABLE X I - 3 
SAUDI ARABIA'S OIL REVENUES
Year M i l l i o n  US$____________% I n c r e a s e /d e c r e a s e
1970 1 ,214
1971 1 ,885 +55 .3
3972 2 ,745  +45 .6
1973 4 ,3 4 0  +58.1
1974 22 ,574  +420.1
1975 25 ,700  +10,7
1976 33 ,500  +30 .3
1977 39 ,000  ( e s t im a te )  +16 .4
S o u r c e : M idd le  E a s t  Economic Survey , J u ly  18, 1975 ( v i i i )
D i r e c t  S a le s  o f  Crude and P r o d u c ts  by P e tro m in
As a r e s u l t  o f  a p a r t i c i p a t i o n  ag reem en t  w hich was s ig n e d  i n  
December 1972, c e r t a i n  amounts o f  c ru d e  o i l  became a v a i l a b l e  f o r  
th e  d i r e c t  s a l e  o f  th e  n a t i o n a l  o i l  company, and a l a r g e  number o f
bu y e rs  app roached  th e  S aud i  A ra b ia n  government to  c o n c lu d e  c ru d e  o i l
3 . . .  . .c o n t r a c t s .  The p a r t i c i p a t i o n  c ru d e  o i l  a v a i l a b l e  f o r  s a l e  m  1973
was ab o u t  190,000 b a r r e l s  p e r  d a y ,  which was 2 .5  p e r  c e n t  o f  ARAMCO's 
p r o d u c t io n  t h a t  t h e  governm ent had n o t  s o ld  back  to  t h e  p ro d u c in g  
company u n d e r  " p h a s e - i n M and " b r i d g in g "  a g re e m e n ts .  T h is  c ru d e  was 
m a in ly  s o ld  by th e  g overnm en t,  and th e  Supreme O il  C o u n c i l  even 
c o n s id e r e d  s e t t i n g  up a new Saudi " i n t e r n a t i o n a l  o i l  company" to  
h a n d le  o v e r s e a s  o p e r a t i o n s . ^  P e t ro m in  was no t  d i r e c t l y  in v o lv e d  
i n  th e  e a r l y  s t a g e s  o f  t h e s e  s a l e s ,  and c o n t in u e d  i t s  o p e r a t i o n s  
w i t h i n  S aud i  A ra b ia .
The in v o lv em en t  o f  th e  n a t i o n a l  o i l  company i n  t h e s e  s a l e s  
became more e v id e n t  by August 1973, when th e  c o n t r a c t s  w ere  s ig n e d  
d i r e c t l y  be tw een  t h e  s e l l e r s  and th e  G e n e ra l  P e t ro le u m  and M in e ra l
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O r g a n iz a t io n .  I n  t h e s e  c o n t r a c t s  P e t ro m in  c l e a r l y  i n d i c a t e d  i t s  
p o l i c y  to w ard s  such s a l e s  of p a r t i c i p a t i o n  c ru d e  o i l  on b e h a l f  o f  
th e  governm en t.  The Saud is  k e p t  t h e i r  r i g h t  to  i n c r e a s e  o r  
d e c r e a s e  volume by 10 p e r  c e n t  each  y e a r  w i th  n o t i c e  to  be  g iv e n  
a few m onths i n  advance  o f  t h e  sh ip m en t.  Buyers c o u ld  n o t  a d j u s t  
t h e i r  l i f t i n g  vo lum e, and had to  pay th e  s e l l e r  w i t h i n  60 d a y s .  
L i f t i n g  c o n d i t i o n s  w ere  s i m i l a r  to  tho.se o f  ARAMCO, and P e tro m in  
demanded t h a t  t h e  b u y e rs  m ust s p e c i f y  t h e  a c t u a l  d e s t i n a t i o n  of 
th e  o i l  and a g re e  n o t  t o  r e s e l l  i t .  S e l l i n g  p r i c e s  w ere  s e t  a t  
a b o u t  93 p e r  c e n t  o f  p o s te d  p r i c e s  w i th  t h i s  r a t i o  to  be k e p t  i f
I
p r i c e s  w ere  to  i n c r e a s e  f o r  any r e a s o n  o t h e r  th a n  c u r r e n c y  s h i f t s . '  
Hence, from 1973 P e t ro m in  was a c t i v e l y  in v o lv e d  i n  s e l l i n g  c e r t a i n  
amounts o f  c ru d e  o i l  on b e h a l f  o f  t h e  Saudi A ra b ia n  governm ent to  
a number o f  n a t i o n a l  and i n t e r n a t i o n a l  o i l  companies from  E urope , 
J a p a n ,  A s ia  and L a t i n  A m erica . The fo l lo w in g  t a b l e  c o n ta i n s  th e  
names o f  th o s e  companies who s ig n e d  c o n t r a c t s  to  buy S aud i  A ra b ia n  
o i l  i n  t h e  e a r l y  s t a g e s  o f  th e  governm ent s a l e s  o f  p a r t i c i p a t i o n  
c ru d e .
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TABLE X I- 4
BUYERS OF SAUDI ARABIAN PARTICIPATION CRUDE 
Name- o f  Company__________________ Volume ( m i l l i o n  b a r r e l s  a n n u a l ly )
Ashland  O il  6-8
Tenneco 6
New England P e t ro le u m  6
C o a s ta l  S t a t e s  6
Shaheen N a tu r a l  R eso u rces  7-8
ICC I n d u s t r i e s  1,5
P e t r o - R ic o  3
M itsu i-K y o k u to  1 .8
M i t s u b i s h i  O il  Co, 1 .9
I d e m i ts u  1,9
A ra b ia n  O il-K yodo S ek iyu  1.9
C .I to h -T o a  O il  1 .9
M aruzen-N ichim en 1 .9
F u j i  O i l  1 , 9
M in e r a lo e l  V e r t f r i e d  K r a f f e r t  1 .2
US W esse l ing  o f  Germany 3 .2
P e t r o b r a s  9 .3
In d ia n  O il  C o r p o r a t io n  na
CPC (Taiwan) na
Source P e t ro le u m  I n t e l l i g e n c e  W eekly , May 21, 1973, p . 2.
The O ctober  War o f  1973 and th e  o i l  embargo w hich  fo l lo w e d ,
a l t e r e d  some of  t h e s e  a g re e m e n ts ,  a l th o u g h  th e  a v a i l a b i l i t y  o f
p a r t i c i p a t i o n  c ru d e  to  P e t ro m in  was n o t  changed a s  a  r e s u l t  o f
p r o d u c t io n  c u t -b a c lc s .^  The d i r e c t  c ru d e  o i l  s a l e s  by th e  n a t i o n a l
o i l  company th ro u g h  a u c t io n s  c o n t in u e d  i n  1974. The S aud i  A ra b ia n
governm en t, e x c i t e d  by th e  h ig h  b id s  w hich th e y  r e c e i v e d  a t  t h e
a u c t i o n s ,  demanded s i m i l a r  p r i c e s  f o r  th e  ’b u y - b a c k ’ o i l  unde r  t h e
p a r t i c i p a t i o n  a g re e m e n t .  The f o u r  m ajo r  p r o d u c e r s  i n  Saud i A ra b ia  -
Exxon, M ob il ,  Texaco and Socol -  acceded  to  th e  g o v e rn m e n t 's  demand,
and p r i c e s  on t h e i r  ’buy-back* volume were based  on ’m a r k e t '  p r i c e ,
which was d e f in e d  as  t h e  a u d i t e d  p r i c e  o f  th e  Saudi g o v e rn m e n t 's  own 
7s a l e s .  T h is  was t h e  f i r s t  t im e  t h a t  a  n a t i o n a l  o i l  com pany 's  s a l e
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p r i c e s  were t a k e n  i n t o  c o n s i d e r a t i o n  i n  th e  p r i c i n g  p o l i c y  of th e  
S aud i governm en t. C o n s id e r in g  th e  sm a ll  volume o f  s a l e s  by P e t ro m in  
and i t s  im p o r ta n c e  i n  d e te rm in in g  th e  p r i c e  o f  much l a r g e r  volumes 
o f  ’b u y -b a c k ’ o i l ,  t h e  s t a t e  o i l  company d id  n o t  a t t e m p t  to  
’m ax im ize ’ i t s  s a l e s  by o f f e r i n g  p r i c e  i n c e n t i v e s .
P e t r o m in ’s d i r e c t  c ru d e  o i l  s a l e s  c o n t r a c t s  c o n c lu d e d  i n  1973 
( s e e  T ab le  X I-4)  were f o r  3 y e a r s  -  1973-1975 -  and p ro v id e d  f o r  
t o t a l  d e l i v e r i e s  o f  n e a r l y  71 m i l l i o n  b a r r e l s  a n n u a l ly  (195 ,000  b / d ) .
g
Most of t h e s e  c o n t r a c t s  were renewed by P e t ro m in  i n  1975.
I n  a d d i t i o n  to  t h e s e  c o n t r a c t s ,  P e tro m in  c o n c lu d ed  ag reem en ts  
w i th  two F re n ch  o i l  com panies f o r  t h e  s a l e s  of  c ru d e  o i l  i n  1974-1976. 
The two F re n ch  com panies -  th e  Compagnie F r a n c a i s e  des  P e t r o l e s  (CFP) 
and E l f / A c q u i t a i n e  -  a g re e d  to  buy 40 m i l l i o n  b a r r e l s  (116 ,000  b /d )  
i n  1974, 65 m i l l i o n  b a r r e l s  (178 ,000  b /d )  i n  1975, and 95 m i l l i o n  
b a r r e l s  (260 ,000  b /d )  i n  1976. These  ag reem en ts  w ere  renewed i n  
J a n u a r y  1977 be tw een  Saudi A r a b i a ' s  P e t ro m in  and th e  two above 
companies f o r  a  f u r t h e r  p e r i o d  o f  3 y e a r s .  The new c ru d e  s a l e  
c o n t r a c t  e n v is a g e d  a t o t a l  volume of n e a r l y  262 ,5  m i l l i o n  b a r r e l s  
ove r  t h e  3 y e a r  p e r i o d ,  x^ith an  e s t im a te d  87 .5  m i l l i o n  b a r r e l s  
(240 ,000  b /d )  a n n u a l ly  ove r  t h e  l i f e  o f  t h e  c o n t r a c t ? The fo l lo w in g  
t a b l e  shows th e  d i r e c t  s a l e s  o f  c ru d e  o i l  by t h e  Saud i A ra b ia n  
s t a t e  agency P e t ro m in  betw een  1971-1975.
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TABLE XI-5
DIRECT SALES OF CRUDE OIL BY PETROMIN 1972-1975
Year Crude O il  S a le s
M i l l i o n  b a r r e l s  B a r r e l s  p e r  day P e r  c e n t  ____________________________________   __J_____ i n c r e a s e
1972 20 .5  56 ,164
1973 8 8 .2  241,644 +330 .2
1974 142.8 391 ,233  +61.9
1975 149.2  408 ,767  +4 .5
S o u rc e : M idd le  E a s t  Economic S u rv e y , O ctober 4 ,  1976, p . 3
At th e  end o f  1976, Saudi A ra b ia  l i f t e d  i t s  c e i l i n g  on th e  
c ru d e  o i l  p r o d u c t i o n  from  8 .5  m b /d  to  10 m b / d ,  and r e s i s t e d  
com plying w i th  th e  p r i c i n g  p o l i c y  of th e  m a j o r i t y  o f  th e  members o f  
th e  O r g a n iz a t io n  of E x p o r t in g  C o u n t r i e s .  C o n s e q u e n t ly ,  c o n s id e r a b l e  
amounts o f  a d d i t i o n a l  o i l  w ere  p o t e n t i a l l y ' a v a i l a b l e  f o r  e x p o r t  a t  
p r i c e s  be low  th e  com parable  q u a l i t y  o f  o i l  from o t h e r  M iddle  E a s t e r n  
c o u n t r i e s .  I t  would have  b een  a g o ld e n  o p p o r tu n i ty  f o r  t h e  n a t i o n a l  
o i l  company to  e n t e r  i n t o  a  number o f  c o n t r a c t s  w i th  t h e  p r o s p e c t i v e  
buyer's and e s t a b l i s h  s i z e a b l e  m a rk e ts  f o r  i t s  f u t u r e  s a l e s .  But t h e  
governm ent o f  Saudi A ra b ia  d id  n o t  choose  t h e  s t a t e  o i l  company a s  
i t s  a g e n t  f o r  t h e  s a l e s  o f  i n c r e m e n ta l  c ru d e  o i l  o u t p u t .  I n s t e a d ,  
th e  ARAMCO p a r t n e r s  were i n s t r u c t e d  to  s e l l  t h i s  o i l  i n  a c co rd a n ce  
w i th  th e  o f f i c i a l  p r i c e s  and o t h e r  r e l a t e d  ground r u l e s  s e t  up by
4- 1,  4 - 1 0t h e  g o v e rn m en t .
The ground r u l e s  i s s u e d  by th e  Saudi A ra b ia n  M i n i s t r y  of 
P e tro le u m  and M in e ra l  R esou rces  w ere  as  fo l lo w s :* *
a) ARAMCO s h a r e h o l d e r s  (Exxon, T exaco , M obil and Soco l)  
"have  u n d e r ta k e n  to  m ark e t  th e  a d d i t i o n a l  q u a n t i t i e s  
to  be  p roduced"
b) Saudi A ra b ia n  c ru d e  " w i l l  be a v a i l a b l e  f o r  e x p o r t  to  
c o u n t r i e s  i n  a p p ro x im a te ly  th e  same p r o p o r t i o n s  as  
Saud i c ru d e  has  been  e x p o r te d  to  such  c o u n t r i e s  i n  
th e  p a s t "
c )  The a d d i t i o n a l  c ru d e  o i l  o u tp u t  "must o n ly  be m arke ted  
to  r e f i n e r s / u s e r s  a t  th e  p r i c e s  s p e c i f i e d  by th e  
governm ent and n o t  th ro u g h  b r o k e r s "
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d) "Each o f f t a k e r  company and su b s e q u e n t  b u y e r  of 
Saud i c ru d e  i s  o b l ig a t e d  to  subm it to  th e  
governm ent a u d i t e d  r e p o r t s  c o v e r in g  a l l  such  c ru d e  
m ark e te d  by them s p e c i f y in g  p r i c e s ,  d e s t i n a t i o n s  
and t r a n s p o r t a t i o n  c o s t s " .
P e t ro m in  was n o t  g iv e n  th e  r e s p o n s i b i l i t y  to  d i s p o s e  o f  a p a r t
of t h i s  i n c r e m e n ta l  o i l  o u tp u t  and was n o t  s e en  to  be th e  agency
f o r  s i m i l a r  s a l e s  i n  th e  f u t u r e .  Even i n  th e  c a s e  o f  s a l e s  to
CFP, where P e t ro m in  a l r e a d y  had a s a l e  c o n t r a c t  to  s u p p ly  t h i s
F ren ch  company, t h e  in c r e m e n ta l  s u p p l i e s  were c o n t r a c t e d  from Exxon
12and s e p a r a t e  from P e tro m in * s  c o n t r a c t s .  The governm ent r e a s o n s  
f o r  k e e p in g  P e t ro m in  o u t  o f  t h e s e  s a l e s  were n o t  r e p o r t e d  b u t  i t  
c ou ld  p ro b a b ly  be summarized as  f o l l o w s :
1. The Saud i A ra b ia n  gov e rn m en t’ s p u rp o se  was to  
e n s u re  t h a t  i t s  c ru d e  would r e a c h  th e  r e f i n e r i e s  
a t  t h e  low er p r i c e s  s e t  down by th e  Kingdom, and 
P e t ro m in  d id  n o t  have  ad e q u a te  c h a n n e l s .
2. The governm ent in te n d e d  to  e x p o r t  t h i s  in c r e m e n ta l  
c ru d e  i n  th e  same p r o p o r t i o n  as th e  h i s t o r i c a l  
p a t t e r n  o f  e x p o r t  d e s t i n a t i o n ,  and i n  t h i s  r e s p e c t  
th e  a s s i s t a n c e  o f  ARAMCO was v i t a l .
3 . The o r g a n i z a t i o n  and management o f  t h e  s t a t e  o i l  
e n t e r p r i s e  was n o t  a d e q u a te  to  h a n d le  t h i s  
o p e r a t i o n  and th e  governm ent d id  n o t  want to  h o ld  
a u c t i o n s  on t h i s  o i l ,  which would have  underm ined  
i t s  p r i c e  o b j e c t i v e s ,
4 . The governm ent e n v is a g e d  th e  t w o - t i e r  p r i c i n g  in  
OPEC would n o t  l a s t  lo n g ,  and i t  d id  n o t  want th e  
n a t i o n a l  o i l  company to  e n t e r  i n t o  ag re e m e n ts  
w hich  had to  be a l t e r e d  l a t e r .
P e t r o m in 1s J o i n t  V e n tu re  Agreements
From m i d - 1974, a  number o f  m ajo r  i n t e r n a t i o n a l  o i l  com panies 
and in d e p e n d e n ts  app roached  th e  G e n e ra l  P e t ro le u m  and M in e ra l  
o r g a n i z a t i o n  w i th  a v a r i e t y  o f  j o i n t  v e n tu r e  p r o p o s a l s .  These  
p r o p o s a l s ,  which were m a in ly  a m a t t e r  o f  b u i l d i n g  e x p o r t
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r e f i n e r i e s  aiid p e t ro c h e m ic a l  com plexes ,  were an  a t t e m p t  by th e  
o i l  com panies to  s e c u r e  f u t u r e  o i l  s u p p l i e s  i n  t h e i r  new r o l e  
as  p a r t n e r s  f a t h e r  th a n  c o n c e s s io n a i r e s ) w h ic h  was d e v e lo p in g  a t  
t h a t  t im e .  Even t h o s e  companies such  as S h e l l  and G u l f ,  who had  n o t  
d i r e c t l y  in v o lv e d  i n  th e  Saudi A ra b ia n  o i l  i n d u s t r y  b e f o r e ,  
s ig n e d  l e t t e r s  o f  i n t e n t  com m itt ing  th em se lv e s  to  huge  in v e s tm e n ts  
i n  t h e  Kingdom, p a r t l y  b e c a u se  th e y  d id  n o t  want to  be  l e f t  o u t  
w h i le  th e  o t h e r  m a jo rs  were embarking on t h i s  new r e l a t i o n s h i p .
The r u s h  o f  such  j o i n t  v e n tu r e  ag reem en ts  was n o t  o n ly  i n  Saud i 
A ra b ia .  I n  I r a n  and some o th e r  o i l - p r o d u c i n g  c o u n t r i e s ,  o i l  
companies were a l s o  in v o lv e d  in  such  n e g o t i a t i o n s  i n  t h e  a f t e r m a th  
of  th e  s o - c a l l e d  " o i l  c r i s e s "  o f  1973-74.
Some of  t h e s e  j o i n t  v e n tu r e  p r o j e c t s  were s h e lv e d  a t  an e a r l y  
s t a g e ,  due m a in ly  t o  t h e  chang ing  c i r c u m s ta n c e s  w i t h i n  t h e  o i l  
i n d u s t r y  i n  1975, w hich c r e a t e d  a  c a s h - f lo w  sq u eeze  f o r  some o f  th e
m ajo r  i n t e r n a t i o n a l  o i l  f i r m s .  For exam ple, t h e  P e t ro m in -G u l f  O i l  
j o i n t  v e n tu r e  p r o p o s a l  to  b u i ld  an e th y l e n e - b a s e d  p e t r o c h e m ic a l  
p l a n t  and a r e f i n e r y  i n  S aud i A ra b ia ,  was f o r m a l ly  w ithd raw n  by 
Gulf O i l .  The c a n c e l l a t i o n  was blamed on th e  s h i f t i n g  demand-
p a t t e r n s , r e s t r u c t u r i n g  w i t h i n  t h e  company red u c e d  e a r n in g s  and
. . .  . . 13r i s i n g  r e q u i r e m e n ts  f o r  in v e s tm e n t  m  new en e rg y  r e s o u r c e s .
By th e  end o f  1975, th e  s i t u a t i o n  o f  th e  p ro p o sed  j o i n t  v e n tu r e  
ag reem en ts  be tw een  P e t ro m in  and i n t e r n a t i o n a l  o i l  com panies was as 
f o l l o w s :  M obil O il  and P e t ro m in  a g re e d  on a j o i n t  v e n t u r e  p r o j e c t
in v o lv in g  c o n s t r u c t i o n  o f  an o i l  r e f i n e r y  and p e t r o c h e m ic a l  complex 
in  w e s te r n  Saudi A ra b ia  and a c r o s s - c o u n t r y  c ru d e  o i l  p i p e l i n e .
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The c ru d e  o i l  p i p e l i n e  i s  to  be 100 p e r  c e n t  g ove r  run e n t-o w n e d , 
w i th  c o n s t r u c t i o n  and management a s s i s t a n c e  from M obil O i l .  T h is  
p i p e l i n e  w i l l  (a)  open up th e  c o u n t r y ’ s t h i r d  m ajo r  t e r m in a l  f o r  
o i l  and gas e x p o r t s ;  (b) su p p ly  o i l  and gas f e e d - s t o c k s  f o r  t h e  
r e f i n e r y  and p e t r o c h e m ic a l  i n d u s t r i e s  a t  Yanbu; (c)  d e l i v e r  c ru d e  
o i l  v i a  b ra n c h  l i n e s  t o  th e  d o m e s t ic  r e f i n e r i e s  a t  R iyadh  and 
J id d a h ;  (d) p r o v id e  a p i p e l i n e  o u t l e t  f o r  new f i e l d s ;  and 
(e) e s t a b l i s h  a f o c u s  f o r  com m unities  a lo n g  th e  r o u t e  by p r o v id in g  
f u e l  r e q u i r e m e n ts ,  ro ad  and o t h e r  s e r v i c e s .  The 4 8 - in c h  p i p e l i n e  
goes from  Ghawar f i e l d  i n  th e  e a s t  to  Yanbu i n  t h e  w e s t ,  a d i s t a n c e  
o f  n e a r l y  1 ,270 km. I t  w i l l  have  a c a p a c i ty  o f  1 ,85  m i l l i o n  b /d  a t  
t h e  i n i t i a l  s t a g e ,  r i s i n g  to  2 .35  m i l l i o n  b /d  i n  t h e  f u t u r e .  The 
c o n s t r u c t i o n  o f  t h i s  p i p e l i n e  was e s t im a te d  t o  be  com ple ted  by 
1979-80, w i th  an  o v e r - a l l  c o s t  o f  a p p ro x im a te ly  $1 .5  b i l l i o n . ^
The r e f i n e r y  and p e t r o c h e m ic a l  complex owned 50-50  by P e t ro m in  
and M obil O i l  w i l l  b e  s u p p l i e d  by th e  o i l  from t h i s  p i p e l i n e ,  and 
a 250,000 b /d  n a t u r a l  gas  l i q u i d  l i n e ,  which w i l l  be  c o n s t r u c t e d  
p a r a l l e l  to  t h e  c ru d e  l i n e .
The r e f i n e r y  was p r o j e c t e d  t o  s t a r t  up i n  1979-80 w i th  an 
i n i t i a l  c a p a c i t y  o f  250,000 b / d ,  r i s i n g  t o  500 ,000  b /d  by 1982.
The r e q u i r e d  in v e s tm e n t  i s  e s t im a te d  a t  $963 m i l l i o n  ( i n  1979 d o l l a r s ) .  
The p e t r o c h e m ic a l  complex w i l l  c o n s i s t  o f  a one b i l l i o n  pounds p e r  y e a r  
e th y l e n e  p l a n t ,  w i th  t h r e e  a d d i t i o n a l  p l a n t s  to  p r o c e s s  th e  e th y l e n e  
i n t o  low d e n s i t y  p o ly e th y le n e  (440 m i l l i o n  pounds p e r  y e a r ) ,  e th y l e n e  
g ly c o l  (350 m i l l i o n  pounds p e r  y e a r )  and s t y r e n e  monomer (930 m i l l i o n  
pounds p e r  y e a r ) .  The c o s t  o f  t h e  p r o j e c t ,  which a s t a r t - u p  d a t e
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around th e  m id -1 9 8 0 ’ s ,  w i l l  be  n e a r l y  $817 m i l l i o n .  The m a j o r i t y
of f i n a n c in g  f o r  t h e s e  t h r e e  p r o j e c t s ,  w hich c o u ld  amount to  some
15$3 b i l l i o n ,  w i l l  be  p ro v id e d  by t h e  Saudi governm en t.
In  a d d i t i o n  to  t h e  above a g re e m e n ts ,  P e t ro m in  and M obil O il  
f i n a l i z e d  a‘ 25 y e a r  j o i n t  v e n tu r e  agreem ent f o r  e s t a b l i s h m e n t  o f  
a r e f i n e r y  f o r  t h e  m a n u fa c tu re  of  lu b e  o i l - b a s e d  s t o c k s .  The r e f i n e r y  
w i l l  be owned 70 p e r  c e n t  by P e t ro m in ,  and 30 p e r  c e n t  by M obil ,-  
and i t  i s  e s t im a te d  to  c o s t  $100 m i l l i o n ,  Mobil h a s  a g re e d  to  
p u rc h a s e  t h e  s u r p lu s  s to c k s  which canno t  be  a b so rb e d  by th e  l o c a l  
m a rk e t .  P a r t  o f  t h e  o u tp u t  o f  t h i s  r e f i n e r y  w i l l  be  s u p p l i e d  by 
Jeddah  P e t r o l u b e  b le n d in g  p l a n t ,  which i s  owned 61 p e r  c e n t  by 
P e t ro m in ,  36 p e r  c e n t  by M obil ,  and 3 p e r  c e n t  by APSCO, a p r i v a t e  
Saudi f i r m . ^
A nother  m ajo r  ag reem en t  s ig n ed  by P e t ro m in  i n  1975 was a 50-50
j o i n t  v e n tu r e  ag reem en t  w i th  S h e l l  I n t e r n a t i o n a l  o f  t h e  US. I t
c o v e rs  th e  c o n s t r u c t i o n  of an  e x p o r t  r e f i n e r y  w i t h  an  e s t im a te d
c o s t  o f  $ 1 , 0 0 0  m i l l i o n ,  and an i n i t i a l  c a p a c i t y  o f  250 ,000  b /d
r i s i n g  500 ,000  b / d .  The c o n t r a c t  was f o r  a p e r i o d  o f  25 y e a r s  and
th e  c o m p le t io n  d a t e  was e n v isa g e d  i n  1978-79. S h e l l  US a l s o  s ig n e d
a n o th e r  25 y e a r  ag reem en t  w i th  P e t ro m in  f o r  c o n s t r u c t i o n  o f  a
p e t r o c h e m ic a l  complex a t  a  c o s t  o f  n e a r l y  $ 1 , 0 0 0  m i l l i o n ,  and a
17c a p a c i t y  o f  500 ,000  to n s  o f  e th y l e n e  g l y c o l .
I n  1975, a p a r t  from M obil and S h e l l ,  Dow Chem ical Company of  
th e  US p ro p o sed  a j o i n t  v e n t u r e  p e t r o c h e m ic a l  p r o j e c t  w i th  P e t ro m in .  
(The p r o j e c t ,  w hich w i l l  c o s t  $800 m i l l i o n  was approved  by P e t ro m in  
in  May 1975.)  The s ta te -o w n e d  o i l  company a l s o  r e c e iv e d  p r o p o s a l s
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from Texas E a s te r n - C e la n e s e  C o r p o r a t io n ,  Exxon, M i t s u b i s h i ,
18Amoco and S t a u f f e r  C hem ica l,  A nother  j o i n t  v e n t u r e  ag reem en t
f o r  an  e x p o r t  r e f i n e r y  was s ig n e d  be tw een  P e tro m in  (50 p e r  c e n t )
and Texaco (25 p e r  c e n t )  and Socal (25 p e r c e n t ) ,  w hich  w i l l  be
com ple ted  by 1981.
I n  a d d i t i o n  to  p r o j e c t s  f o r  e x p o r t  r e f i n e r i e s ,  P e t ro m in  has
begun a m a jo r  e x p a n s io n  programme f o r  t h e  e x i s t i n g  Je d d ah  and
Riyadh r e f i n e r i e s .  T h is  i s  m a in ly  to  m eet t h e  d o m e s t ic  consum ption
which r e a c h e d  88 ,000  b /d  in  1974, and i s  growing r a p i d l y  a t  a r a t e
19o f  30 p e r  c e n t  a n n u a l l y .  The c a p a c i ty  o f  th e  Je d d ah  r e f i n e r y  i s
to  be expanded from  50 ,000  b /d  to  210,000 b / d ,  and t h a t  o f  R iyadh
from  15,000 b /d  to  120,000 b / d .  These worlcs, w hich m ig h t  c o s t  up
to  $1,000 m i l l i o n  w i l l  be u n d e r ta k e n  by Cliiyoda Chem ical E n g in e e r in g  
. 2 0and M i t s u b i s h i .  The f o l lo w in g  t a b l e  shows th e  e x i s t i n g  and 
p r o j e c t e d  j o i n t  v e n tu r e  r e f i n e r i e s  o f  P e t ro m in .
TABLE XI- 6
PETROMIN'S EXISTING AND FUTURE 
JOINT VENTURE REFINERIES Thousand b a r r e l s  d a i l y  
>d P ro b a b le
________ C om pletion______
L o c a t io n  Ownership P r e s e n t
C a p a c i ty
P lanned
T o ta l
JSBddah P e t ro m in
Riyadh P e tro m in
A1 J u b a i l  T exaco-C hevron-
50
15
240
120
120
1979
1979
1981
P e tro m in
Ai J u b a i l  S h e l l - P e t r o m in  
J u l a i b  a l -  M i t s u b i s h i -  
B a h r i  P e t ro m in
Yanbu M o b il -P e tro m in
U n c e r ta in  S h e l l - P e t r o m in
250
500
250
250
1981
1980
1981
S o u r c e : P e t ro le u m  E c o n o m is t , September 1976, p p . 3 5 2 -3 ,
M iddel E a s t  Economic Survey , December 12, 1975, p p . 2 -3 .
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Change i n  t h e  R e s p o n s i b i l i t y  o f  P e tro m in
When P e tro m in  was formed i n  1962* i t s  o b j e c t i v e  was to  
p a r t i c i p a t e  i n  v a r i o u s  p h a ses  o f  comm ercial and i n d u s t r i a l  
a c t i v i t i e s  r e l a t e d  to  p e tro le u m  and m i n e r a l s .  The o r g a n i z a t i o n  
was empowered t o  prom ote and d e v e lo p  b o th  m in e r a l  and p e tro le u m  
i n d u s t r i e s ,  as  w e l l  as  p e t ro le u m  and m in e r a l  p r o d u c t s  and by­
p r o d u c t s  ( s e e  C h a p te r  I X ) . But t h e  developm ent o f  t h e  o i l  i n d u s t r y  
in  Saudi A ra b ia  and th e  changes which o c c u r r e d  i n  th e  n a tu r e  of th e  
p e tro le u m  i n d u s t r y  i n  t h e  M idd le  E a s t ,  a l t e r e d  th e  s i z e  o f  P e t r o m in ’ s 
o p e r a t i o n  and f u t u r e  p r o s p e c t s  c o n s id e r a b l y .  Based on i t s  s t a t u t e s ,  
P e tro m in  was d i r e c t l y  o r  i n d i r e c t l y  made r e s p o n s i b l e  f o r  th e  
i n d u s t r i a l i z a t i o n  of Saudi A r a b ia ,  a t a s k  which was expand ing  r a p i d l y  
ev e ry  m onth . M eanw hile , th e  r e s h u f f l e  i n  th e  c a b i n e t  i n  O ctober  1975 
s p l i t  t h e  fo rm er  M in i s t r y  of Commerce and I n d u s t r y  i n t o  two s e p a r a t e  
m i n i s t e r i e s  i n  an  a t t e m p t  to  b r in g  abou t a g r e a t e r  m easu re  of p o r t f o l i o
s p e c i a l i z a t i o n  and t o  b r in g  i n t o  t h e  governm ent a d d i t i o n a l
21r e p r e s e n t a t i v e s  o f  Saudi t e c h n o c r a t s .
I n  consequence  of t h e s e  c h a n g e s ,  th e  r e s p o n s i b i l i t y  o f  P e t ro m in  
was a l t e r e d  c o n s id e r a b l y .  The Saud i C o unc il  o f  M i n i s t e r s  d e c id e d  to  
t r a n s f e r  r e s p o n s i b i l i t y  f o r  t h e  p e t ro le u m ,  gas and m in e r a l  com panies 
and p r o j e c t s  from t h e  s t a t e  o i l  agency to  t h e  M i n i s t r y  o f  I n d u s t r y  
and E l e c t r i c i t y .  P e t r o m in ’ s f u n c t i o n s  were r e d u c e d  to  r e f i n i n g ,  
t r a n s p o r t a t i o n ,  d i s t r i b u t i o n  and m a rk e t in g  o f  o i l  i n t e r n a l l y  and 
a b ro a d ,  and s u p e r v i s io n  o f  t h r e e  com panies . The f o l lo w in g  i s  th e  
t e x t  of  t h e  d e c i s i o n  o f  th e  C o u n c i l  o f  M i n i s t e r s ,  p l u s  th e  name of  
th e  com panies s t i l l  r e m a in in g  under  P e t ro m in ’ s e x c l u s i v e  c o n t r o l .
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1. The M in i s t r y  o f  I n d u s t r y  and E l e c t r i c i t y  s h a l l  
f o rm u la te  p o l i c y  r e g a r d in g  i n d u s t r y  and e l e c t r i c i t y  
and s h a l l  s u p e r v i s e  i t s  im p le m e n ta t io n .  I t  s h a l l  
a l s o  p r o v id e  t e c h n i c a l  and a d v i s o r y  f a c i l i t i e s  to  
p r i v a t e  i n d u s t r i a l  and e l e c t r i c a l  o r g a n i z a t i o n s  and 
com pan ies , and s h a l l  p l a n ,  im plem ent and f o l lo w  up 
e x i s t i n g  and f u t u r e  governm ent i n d u s t r i a l  and 
e l e c t r i c a l  p r o j e c t s  which t h e  p r i v a t e  s e c t o r  ca n n o t  
u n d e r ta k e  on i t s  own.
2 . The fo l lo w in g  governm ent d e p a r tm e n ts  and o r g a n i z a t i o n s  
s h a l l  he  a t t a c h e d  to  t h e  M in i s t r y  o f  I n d u s t r y  and 
E l e c t r i c i t y :
a )  Government d e p a r tm e n ts  and o r g a n i z a t i o n s  which 
w ere  a t t a c h e d  t o  th e  M i n i s t r y  o f  Commerce and 
I n d u s t r y  p r e v i o u s l y  namely:
i )  The o f f i c e  of th e  Deputy  M i n i s t e r  f o r  I n d u s t r y
i i )  t h e  D epartm ent o f  E l e c t r i c i t y  S e r v i c e s ;
and ( i i i )  th e  C e n t re  o f  I n d u s t r i a l  R esea rch  and 
Development
b) Power s t a t i o n s  a t t a c h e d  to  t h e  M i n i s t r y  of Urban 
and R u ra l  A f f a i r s
c) Companies and p r o j e c t s  f o r  p e t r o le u m ,  gas  and 
m in e r a l s  and t h e i r  d e r i v a t i v e s  and p r o d u c t s  s h a l l  
be  t r a n s f e r r e d  from P e tro m in  and a t t a c h e d  to  t h e  
M in i s t r y  o f  I n d u s t r y  and E l e c t r i c i t y .
3 . P e t r o m in ’ s S t a t u t e s ,  i s s u e d  by Royal D ecree  N o .25 
o f  2 5 .6 .1 3 8 2 ,  s h a l l  be amended to  r e s t r i c t  th e  
a g e n c y 's  f u n c t i o n s  to  a c t i v i t i e s  r e l a t i n g  to  th e  
m a r k e t in g ,  r e f i n i n g ,  d i s t r i b u t i o n  and t r a n s p o r t a t i o n  
of p e tro le u m  i n t e r n a l l y  and e x t e r n a l l y ,  and t o  t h e  
c o n t r o l  o f  t h e  fo l lo w in g  com panies:
a)  The A ra b ia n  G e o p h y s ica l  and S u rv ey in g  Company 
(ARGAS)
b) The A ra b ia n  D r i l l i n g  Company (ADC)
c) The A ra b ia n  M arine  P e tro le u m  C o n s t r u c t io n  
Company (MARINCO)
4. The M in i s t r y  of  I n d u s t r y  and E l e c t r i c i t y  s h a l l  
p ro p o se  th e  m easu res  i t  deems s u i t a b l e  to  s u p e r v i s e  
th e  com panies and i n d u s t r i a l  p r o j e c t s  a t t a c h e d  to  
th e  M in i s t r y ,
P e t r o m in ’ s r o l e  i n  t h e  new s e t - u p  i s  n o t  v e r y  c l e a r .  For 
exam ple, w h i le  i t  s t i l l  has  t h e  r e s p o n s i b i l i t y  f o r  r e f i n i n g ,  a l l  
t h e  p r o j e c t s  f o r  p e t ro le u m  and gas  have  been  t r a n s f e r r e d  t o  t h e  
M in i s t r y  o f  I n d u s t r y .  C o n s e q u e n t ly ,  th e  c o n s t r u c t i o n  o f  P e t r o m in 1s 
50-50 j o i n t  v e n tu r e  r e f i n e r i e s  w i th  Mobil and S h e l l  would be s u p e r ­
v i s e d  by th e  M i n i s t r y  o f  I n d u s t r y ,  which i n d i c a t e s  t h a t  P e t r o m in ’ s 
r o l e  w i l l  b e g in  a f t e r  th e  c o n s t r u c t i o n  a c t i v i t i e s  a r e  ended .
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I n  J a n u a r y  1975, l e s s  th a n  a y e a r  b e f o r e  t h e  change  in
r e s p o n s i b i l i t y  o f  P e t ro m in ,  t h e  company’ s Board approved  a b u d g e t
o f  n e a r l y  $13 b i l l i o n  f o r  th e  deve lopm ent programme of  1975-80.
The p l a n ,  which was p r e p a r e d  w i th  t h e  h e lp  o f  t h e  US c o n s u l t a n t s
A r th u r  D. L i t t l e ,  co v e re d  in v e s tm e n ts  i n  p e t ro le u m  r e f i n i n g ,
g a th e r in g  and l i q u e f a c t i o n  o f  g a s ,  p e t r o c h e m i c a l s ,  i r o n ,  s t e e l
23and a lum inium  m a n u fa c tu re .  The r e s p o n s i b i l i t y  o f  a l l  t h e s e  
p r o j e c t s ,  w i th  t h e  e x c e p t io n  o f  t h e  gas  p r o j e c t ,  w hich  i s  h a n d le d  
by ARAMCO, a r e  now t r a n s f e r r e d  to  t h e  M in i s t r y  o f  I n d u s t r y .
The Saudi governm ent have  s e t  up a new w holly-ow ned governm ent 
company; t h e  Saudi Company f o r  B a s ic  I n d u s t r i e s ,  SCBI, w i th  a 
c a p i t a l  o f  $2 . 8  b i l l i o n  t o  u n d e r t a k e  l a r g e - s c a l e  i n d u s t r i a l  p r o j e c t s .  
The Board o f  D i r e c t o r s  of t h i s  company c o n s i s t s  o f  t h e  M i n i s t e r  o f  
I n d u s t r y  (C ha irm an) ,  t h e  Managing D i r e c t o r  o f  SCBI, t h e  Under­
s e c r e t a r i e s  o f  th e  M i n i s t r i e s  o f  P la n n in g ,  I n d u s t r y  and E l e c t r i c i t y ,  
and F in a n c e ,  t h e  V i c e - p r e s i d e n t  o f  t h e  Saudi Development Fund, and 
one r e p r e s e n t a t i v e  o f  t h e  p r i v a t e  s e c t o r .  The governm ent i s  to  
o f f e r  75 p e r  c e n t  o f  i t s  e q u i t y  s h a r e h o ld in g  to  th e  p u b l i c  a f t e r  an 
i n i t i a l  s i x - y e a r  p e r i o d . ^
The p r o j e c t s  to  be s e t  up by SCBI i n c lu d e  t h r e e  p e t r o c h e m ic a l
com plexes ,  i r o n  and s t e e l  com p lexes ,  and an a lum inium  p l a n t  i n  J u b a i l ,
25a s t e e l  r o l l i n g  m i l l  m  Je d d ah  and two f e r t i l i z e r  p l a n t s .  Whether 
r e s p o n s i b i l i t i e s  f o r  t h e  j o i n t  v e n t u r e  r e f i n e r i e s  would be g iv e n  to  
P e t ro m in  was n o t  m e n t io n e d ,  b u t  t h e  1977-78 b u d g e t  o f  P e t ro m in  a t  
SR56,270,000 ( n e a r ly  $16 m i l l i o n )  does n o t  i n d i c a t e  t h a t  t h e  agency
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would be in v o lv e d  i n  any b ig  in v e s tm e n t .  T h is  f i g u r e  of 
SR56 m i l l i o n  seems v e ry  s m a l l ,  e s p e c i a l l y  when compared w i th  th e  
b u d g e t  a l l o c a t i o n s  o f  SR4.4 b i l l i o n  f o r  th e  u n i v e r s i t i e s  i n  Saudi 
A ra b ia  d u r in g  th e  same y e a r . ^
The f u t u r e  r o l e  o f  P e t ro m in  i n  s h ip p in g  a c t i v i t i e s  was 
r e v e a le d  by th e  Governor o f  P e tro m in  i n  1976. P e t ro m in  would g e t  
in v o lv e d  i n  s h ip p in g  o n ly  i f  o th e r  s h ip p in g  a g e n c i e s  p ro v ed  to  be 
i n a d e q u a te  f o r  th e  co m p a n ie s ’ o p e r a t i o n s .  At p r e s e n t  p r i v a t e  
Saudi c o n c e r n s ,  th e  OAPEC-sponsored Arab M ari t im e  P e t ro le u m
27T r a n s p o r t  Company, and f o r e i g n  f l a g  c a r r i e r s  a r e  u se d  by P e t ro m in .
So P e t r o m in ’ s in v o lv em en t  i n  t r a n s p o r t a t i o n ,  p e t r o c h e m i c a l s ,  m in e r a l  
i n d u s t r i e s  and gas  p r o j e c t s  has  been  red u c e d  i n  th e  p a s t  two y e a r s .
But u n t i l  t h e  term s o f  t h e  f i n a l  s e t t l e m e n t  be tw een  t h e  Saudi 
governm ent and th e  A ra b ia n  A m erican O il  Company a r e  known, i t  i s  
d i f f i c u l t  to  s p e c u l a t e  on th e  f u t u r e  r o l e  o f  P e t ro m in .
The R ole  o f  ARAMCO i n  th e  Saudi A ra b ia n  O il I n d u s t r y
The n e g o t i a t i o n s  be tw een  th e  A ra b ia n  Am erican O i l  Company and 
th e  Saudi A ra b ia n  governm ent f o r  t h e  g o v e rn m en t’ s 100 p e r  c e n t  t a k e ­
o v e r  o f  ARAMCO has  been  go ing  on f o r  more th a n  3 y e a r s ,  and 
th e  term s o f  f i n a l  s e t t l e m e n t  be tw een  th e  two p a r t i e s  have n o t  y e t  been  
p u b l i s h e d .  T h e ' Agreement was re a c h e d  on b a s i c  i s s u e s  2 y e a r s  ago i n  
March 1976. The im p o r ta n c e  o f  th e  Agreement a s  f a r  a s  t h i s  work i s  
c o n c e rn e d ,  i s  th e  f u t u r e  r o l e  o f  ARAMCO i n  t h e  Kingdom and i t s  
p o s s i b l e  c o - o p e r a t i o n  w i th  t h e  n a t i o n a l  o i l  company. I n  t h i s  r e s p e c t  
an  im p o r ta n t  i s s u e  would be th e  volume of  o f f - t a k e  o f  c ru d e  o i l  by 
t h e  companies and t h e i r  p r i c e s  which might: in v o lv e  some d i s c o u n t  f o r
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o p e r a t i o n a l  and o t h e r  r e l a t e d  s e r v i c e s  p ro v id e d  by t h e  com pan ies . 
F u r th e rm o re ,  t h e  e x t e n t  and th e  n a t u r e  o f  t h e s e  s e r v i c e s  by th e  
fo rm er  owners o f  ARAMCO i s  o f  c o n s id e r a b l e  im p o r ta n c e ,  a s  th ey  
m ig h t  be r e p l a c i n g  some o f  t h e  a c t i v i t i e s  o f  t h e  n a t i o n a l  o i l  
company.
For  exam ple, new r e s p o n s i b i l i t i e s  o f  Petromin,, a s  m en tioned  
b e f o r e ,  do n o t  i n c lu d e  e x p l o r a t i o n  and deve lopm en t o f  h y d ro ca rb o n  
r e s o u r c e s  o f  Saudi A r a b ia .  T h is  r e s p o n s i b i l i t y  would m ost p ro b a b ly  
go to  t h e  fo rm er  owners o f  ARAMCO i n  m ost o f  t h e  p r o s p e c t i v e  a r e a s .
The f i n a l  te rm s  of  t h e  s e t t l e m e n t  w i l l  show i f  th e  n a t i o n a l  o i l  
company i s  a l lo w e d  to  t a k e  p a r t  i n  th e s e  a c t i v i t i e s .
Saudi A ra b ia  i s  v e r y  k een  to  keep  th e  com panies i n  t h e  c o u n t r y ,
as  t h e r e  i s  a g r e a t  d e a l  of o i l  deve lopm ent s t i l l  t o  be done i n
d i f f e r e n t  a r e a s .  ' I n  p r i n c i p l e  ARAMCO would re m a in  to  p r o v id e
m a n a g e r i a l ,  t e c h n i c a l  and o p e r a t i o n a l  s e r v i c e s  f o r  t h e  governm ent.
The f u t u r e  r e l a t i o n s  be tw een  th e  companies and t h e  governm ent would
2.8be "governed  by th e  p r i n c i p l e s  o f  comm ercial i n c e n t i v e s " .  ' The 
huge "g as  p r o j e c t "  i n  Saudi A r a b ia ,  which w i l l  have  c o n s i d e r a b l e  
e f f e c t  on th e  f u t u r e  p a t t e r n  o f  gas  s u p p l i e s  w orldw ide  i s  n o t  co ­
o r d in a t e d  by P e t ro m in  which seemed to  be t h e  n a t u r a l  c h o ic e  as i t s  
o ld  s t a t u t e s  gave th e  company th e  n e c e s s a r y  l e g a l  b a c k in g .
The mammoth gas  p r o j e c t s  c u r r e n t l y  underway i n  Saud i A ra b is  a r e  
gas g a t h e r i n g ,  t r e a tm e n t  and t r a n s m i s s io n  o f  n a t u r a l  g a s .  The c o s t  o f  
th e  p r o j e c t ,  which i s  u n d e r ta k e n  by ARAMCO on b e h a l f  o f  t h e  Saudi 
A ra b ia n  governm en t,  h as  so f a r  been  e s t im a te d  to  r e a c h  $16 b i l l i o n .
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T h is  compares w i th  th e  e s t i m a t e s  o f  $5 b i l l i o n  o r i g i n a l l y  and
$10 b i l l i o n  (w ith  some e x p a n s io n  i n  scope)  a t  th e  end o f  1975.
The scheme was b a s i c a l l y  s c h ed u le d  f o r  c o m p le t io n  i n  1979, b u t
a c c o rd in g  to  D r. T a h e r ,  th e  Governor o f  P e t ro m in ,  p a r t  o f  t h e
p r o j e c t  would be f i n i s h e d  by 1981 and th e  r e s t  m ig h t  t a k e  up to  
291985.
The key to  t h e  programme i s  th e  g a th e r in g  of  a s s o c i a t e d  g a se s  -
t h a t  i s  gas  p roduced  w i th  c rude  o i l  -  a t  s ix  s t r a t e g i c a l l y  l o c a t e d
c e n t r e s .  At t h e s e  c e n t r e s  a s s o c i a t e d  gas would be t r e a t e d  ( a c id
gas rem oved ),  n a t u r a l  gas  l i q u i d s  w i l l  be e x t r a c t e d  and sw ee t  d ry
gas (methane) w i l l  be  com pressed and d i s t r i b u t e d  to  p r o v id e  f u e l
f o r  s e v e r a l  i n d u s t r i a l  a r e a s ,  i n c l u d in g  J u b a i l  and Dammam. The
o r i g i n a l  $5 b i l l i o n  scheme p ro v id e d  f o r  g a th e r in g  and t r e a tm e n t  o f
3 .5  b i l l i o n  c u b ic  f e e t  d a i l y  o f  a s s o c i a t e d  gas p ro d u ced  a t  c ru d e
o i l  o u t p u t  l e v e l  o f  around  8 m i l l i o n  b / d .  The expanded p r o j e c t  w i l l
h a n d le  5 .5  b i l l i o n  c u b ic  f e e t  d a i l y ,  which i s  n e a r l y  a l l  t h e
a s s o c i a t e d  gas  p roduced  a t  a c ru d e  o u tp u t  l e v e l  o f  12 m i l l i o n  b / d .
The sys tem  has  even  p r o v i s i o n  f o r  b r in g i n g  i n  n o n - a s s o c i a t e d  gas
from  Khuff d ry  gas  f i e l d  in  o r d e r  to  re d u c e  th e  dependence  o f  t h e
30f u t u r e  gas  e x p o r t s  on c ru d e  o i l  p r o d u c t io n  l e v e l s .
ARAMCO w i l l  b u i l d  gas  p r o c e s s in g  c e n t r e s  i n  w hich  th e  so u r  
gas w i l l ,  be t r e a t e d  ( " sw ee ten e d " )  to  remove th e  a c id  gas  w hich w i l l  
th e n  be s e n t  to  a s u lp h u r  p l a n t  f o r  r e c o v e r y  o f  s u lp h u r .  The sw eet 
gas w i l l  be  com pressed  and undergo  p a r t i a l  f r a c t i o n a t i o n  to  p ro d u ce  
a d ry  gas  s t r e a m  and a w et gas  s t r e a m .  The d ry  sw eet & as , which i s
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b a s i c a l l y  m eth an e ,  w i l l  be used  as  f u e l  and f e e d s t o c k ,  t h e  l i q u i d
gas s t r e a m  c o n ta i n in g  n a t u r a l  gas  l i q u i d s  w i l l  be  moved to
f r a c t i o n a t i o n  p l a n t s .
F r a c t i o n a t i o n  i s  t h e  p r o c e s s  o f  s e p a r a t i n g  t h e  n a t u r a l  gas
l i q u i d  s t r e a m  - w h i c h  i s  b a s i c a l l y  e th a n e ,  p ro p a n e ,  b u ta n e  and
n a t u r a l  g a s o l i n e  -  i n t o  i t s  component p a r t s  th ro u g h  c o n t r o l l e d
v a p o r i z a t i o n  and c o n d e n s a t io n  i n  a  column. E th a n e ,  t h e  l i g h t e s t
component, w i l l  be u sed  as f e e d s t o c k  f o r  t h e  p e t r o c h e m ic a l  p l a n t s .
A d d i t io n a l  f r a c t i o n a t i o n  w i l l  s e p a r a t e  th e  r e m a in in g  component which
th e n  r e q u i r e s  t r e a tm e n t  f o r  rem oval o f  m e rc a p ta n s  and s u lp h u r -
32r e l a t e d  compounds b e f o r e  b e in g  e x p o r te d .  The t a b l e  be low  shows
th e  e x p o r t  a v a i l a b i l i t y  i n  1977, and th e  e s t im a te d  a v a i l a b i l i t y  i n
1985, when t h i s  huge p r o j e c t  i s  due to  t e r m in a t e .
TABLE X I . 7
SAUDI EXPORT AVAILABILITY OF LPG 
(PROPANE AND BUTANE)
1977 1980-82 1985
M il .T ons  Thou. b / d  M il .T o n s  T h o u .b /d  Mi1 . Tons T h o u .b / d
Ras Tanura 5 .8  188 7 .0 227 6 . 8 220
J u ’ aymah - 1 .4 45 4 .5 146
Yanbu1 - 1 .5 48 4 .0 130
T o ta l 5 .8  188 9 .9 320 15.3 496
SAUDI EXPORT AVAILABILITY OF
NATURAL GASOLINE
1977 1980- 82 1985
M il .T ons  T ho u .b /d M il .  Tons T h o u .b /d M il .T ons T h o u .b /d
Ras T anura 3 .0  78 4 .0 105 4 .5 118
Yanbu1 - 0 .5 13 1 .3 34
T o ta l 3 .0  78 4 .5 118 5 .8 152
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TABLE X I .7 (c o n tin u e d )
SAUDI EXPORT AVAILABILITY OF 
ALL GAS LIQUIDS (C3+)
1977 1980-82 1985
_______ M il .T ons  T h o u .b /d  Mi1 .Tons T h o u .b /d  M il .T ons  T h o u .b /d
Ras T anura  8 . 8  266 1 1 . 0 332 11.3 338
Ju 'aym ah  -  - 1 .4 45 4 .5 146
Yanbu* 2 . 0 61 5 .3 164
T o ta l  8 , 8  266 14.4 448 2 1 . 1 648
S ource :  M idd le  E a s t  Economic Survey , June 13, 1977, p . 8 .
At p r e s e n t  t h e  e x p l o r a t i o n  and deve lopm ent o f  o i l  i n  Saudi A r a b ia ,
and th e  gas  g a t h e r i n g  and p r o c e s s in g  p r o j e c t  a r e  h a n d le d  by ARAMCO on
b e h a l f  of  th e  Saudi A ra b ia n  government, and th e  n a t i o n a l  o i l  company i s
n o t  d i r e c t l y  in v o lv e d  i n  t h e s e  o p e r a t i o n s .  The o u t l i n e  o f  t h e  ARAMCO
a c t i v i t i e s  was g iv e n  by She ikh  Ahmad Zaki Yamani i n  an  i n t e r v i e w  w i th
33The Saudi Arab News, as f o l l o w s :
" F i r s t l y ,  th e y  p r o v id e  f o r  t h e  s t a t e  to  assume f u l l  and r e a l  
ow nersh ip  of t h i s  s e c t o r .  T h is  means ow nersh ip  which i s  n o t  
j u s t  f o rm a l ,  and d i f f e r s  from what some o f  ou r  n e ig h b o u rs  
have  done i n  th e  p a s t .
S e c o n d ly ,  th e y  e s t a b l i s h  s o l i d  r e l a t i o n s  be tw een  us and th e  
o i l  com panies so t h a t  we c a n  be s u r e  t h a t  t h e s e  companies
w i l l  c o n t in u e  to  d i s c h a r g e  t h e i r  d u t i e s  a s  th e y  have  done
i n  t h e  p a s t ,  even a f t e r  t h e  r e l a t i o n s h i p  b e tw een  them and 
th e  Kingdom has  changed from  owning th e  i n s t a l l a t i o n s  to  
p r o v id in g  s e r v i c e s  o n ly .  The companies a t  f i r s t  r e f u s e d  
ou r  r e q u e s t s  and r e s i s t e d  t h e s e  p r o p o s a l s  f o r  more th a n  
two y e a r s ,  b u t  th ro u g h  p e r s i s t e n c e  and p a t i e n c e  we were 
a b l e  to a r r i v e  a t  t h e s e  a g re e m e n ts .
T h i r d l y ,  th e  companies w i l l  p ro v id e  s e r v i c e s  and w i l l  
r e c e i v e  com pensa tion  f o r  t h e s e  s e r v i c e s .  The com pensa tion  
w i l l  v a r y  w i th  th e  s i z e  and type  o f  th e  s e r v i c e s  and t h e i r  
s u c c e s s ,  which i s  to  say  t h a t  i f  t h e  companies a r e  n e g l i g e n t  
i n  p r o v id in g  s e r v i c e s  and th e  r e s u l t s  a r e  l e s s  th a n  what i s  
r e q u i r e d ,  th e n  th e  com pensa tion  th e y  r e c e i v e  i s  l e s s .  I f  
th e  s e r v i c e s  s u p p l i e d  s u r p a s s  e x p e c t a t i o n s  th e n  th e  
co m pensa tion  i n c r e a s e s  somewhat. T h is  means t h a t  in  f u t u r e ,  
r e l a t i o n s  be tw een  th e  governm ent and th e  companies w i l l  be 
governed  by th e  p r i n c i p l e s  o f  com m ercial i n c e n t i v e s .
F o u r t h l y ,  t h e  companies w i l l  work b o th  f o r  t h e i r  own a c c o u n t  
and on b e h a l f  o f  t h e  Kingdom, i n  t h a t  th e y  w i l l  i n v e s t  money 
i n  d r i l l i n g  and i f  th e y  a r e  s u c c e s s f u l  th e y  w i l l  g e t  t h e i r  
money back  and r e c e i v e  a s  payment f o r  t h e i r  s u c c e s s  a v e r y  
sm a l l  sum f o r  each  b a r r e l  p roduced  from t h e i r  d i s c o v e r y  -
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a sum t h a t  can n o t  be -equated  w i th  th e  r i s k s  th e y  u n d e r ­
t a k e .  I f  th e  companies f a i l  i n  t h e i r  d r i l l i n g ,  th e y  
’ b e a r  th e  b u rd en  o f  th e  f a i l u r e .
There  a r e  a l s o  ag reem en ts  on n a t u r a l  gas  and j o i n t  
in v e s tm e n ts  i n  m a rk e t in g  o p e r a t i o n s ,  a s  w e l l  as  
ag reem en ts  r e l a t i n g  to  a d m i n i s t r a t i v e  m a t t e r s  and th e  
co m p an ies ' c l e a r l y  d e f in e d  o b l i g a t i o n  to  p r o v id e  us w i th  
t e c h n i c a l  and a d m i n i s t r a t i v e  e x p e r t i s e .  T h e re  i s  a l s o  
an ag reem en t  r e g u l a t i n g  c ru d e  o i l  l i f t i n g  a r r a n g e m e n ts .
To sum up ,  P e t r o m in Ts r o l e  i n  th e  Saud A ra b ia n  o i l  i n d u s t r y  has 
changed c o n s id e r a b l y  i n  r e c e n t  y e a r s .  The r e s p o n s i b i l i t i e s  of th e  
company w hich co v e red  a l l  t h e  p e tro le u m  and m in e r a l  a c t i v i t i e s  i n  
th e  Kingdom a t  t h e  b e g in n in g  of i t s  e s t a b l i s h m e n t  h a s  been  re d u c e d .  
A l l  t h e  p e t r o c h e m ic a l  and m in e r a l  p r o j e c t s  'a re  now u n d e r  th e  
r e s p o n s i b i l i t y  o f  a new s ta te -o w n e d  company (S aud i  Company f o r  B a s ic  
I n d u s t r i e s )  and th e  gas  g a th e r in g  and p r o c e s s i n g ,  w hich  i s  th e  
l a r g e s t  p r o j e c t  i n  t h e  c o u n tr y  a t  p r e s e n t ,  i s  o r g a n i z e d ,  deve loped  
and managed by ARAMCO. Even P e t r o m in 's  50 .50  j o i n t  v e n t u r e  p r o j e c t s  
w i th  i n t e r n a t i o n a l  o i l  com panies f o r  e x p o r t  r e f i n e r i e s  w i l l  be 
managed by th e  M in i s t r y  o f  I n d u s t r y  a s  f a r  a s  th e  c o n s t r u c t i o n s  a r e  
c o n t i n u in g .  A l l  t o g e t h e r ,  P e t ro m in ,  w hich i n  i t s  s t a t u t e s  was 
g iv e n  more r e s p o n s i b i l i t y  th a n  any o th e r  n a t i o n a l  o i l  company i n  th e  
r e g i o n ,  i s  now m a in ly  h a n d l in g  th e  i n t e r n a l  d i s t r i b u t i o n  o f  p e tro le u m  
p r o d u c t s ,  s e l l s  more th a n  400 ,000  b /d  of c ru d e  o i l  on i t s  a c c o u n t  and 
c o n t r o l s  t h r e e  o t h e r  companies a c t i v e  in  e x p l o r a t i o n  and d r i l l i n g ,  
as  m en tioned  b e f o r e .
However, t h e s e  changes do n o t  mean t h a t  P e t ro m in  w i l l  n o t 1 p l a y  
an im p o r ta n t  r o l e  i n  th e  f u t u r e  s a l e s  of c ru d e  o i l  and p e tro le u m  
p r o d u c t s ;  t h e  a c t i v i t i e s  o f  th e  company i n  th e  f u t u r e  o p e r a t i o n s  o f  
i t s  j o i n t  v e n tu r e  e x p o r t  r e f i n e r i e s  a r e  y e t  to  be c l a r i f i e d .  The
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o p e r a t io n s  o f  P e t ro m in  w i l l  now be more c o n c e n t r a t e d  and s p e c i a l i z e d .  
O ther  o i l - p r o d u c i n g  c o u n t r i e s  have  a l s o  p a s se d  s i m i l a r  laws to  
d iv id e  th e  r e s p o n s i b i l i t i e s  of t h e i r  n a t i o n a l  o i l  company,, and have  
s e t  up new o r g a n i z a t i o n s  to  h a n d le  d i f f e r e n t  a s p e c t s  o f  th e  o i l  
i n d u s t r y .  The f u t u r e  r o l e  o f  P e t ro m in  a l s o  depends on th e  
d e v e lo p in g  r o l e  o f  ARAMCO i n  th e  Kingdom i n  g e n e r a l ,  and t h e  n a tu r e  
of  th e  f i n a l  s e t t l e m e n t  r e a c h e d  betw een  th e  two p a r t i e s  i n  p a r t i c u l a r .
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PART FOUR
THE CASE OF THE KUWAIT NATIONAL 
PETROLEUM COMPANY
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CHAPTER X II
THE OIL INDUSTRY IN KUWAIT AND THE FORMATION 
~ OF THE KUWAIT NATIONAL PETROLEUM COMPANY
Background
Kuwait i s  s i t u a t e d  a t  t h e  c o rn e r  o f  th e  P e r s i a n  G u lf  and has
an a r e a  o f  a p p ro x im a te ly  6 ,000  s q u a re  in i le s  ( e x c lu d in g  th e  N e u t r a l
Zone, w hich  l i e s  be tw een Kuwait and Saudi A ra b ia  and s in c e  1922 has
b e e n  j o i n t l y  a d m in is t e r e d  by th e s e  two s t a t e s ) . Kuwait i s  b o r d e r e d
on th e  n o r th  and w e s t  by I r a q ,  on th e  s o u th  by S aud i  A ra b ia  and th e
N e u t r a l  Zone, and on th e  e a s t  by th e  P e r s i a n  G u lf .  I t  i s  a  f l a t
d e s e r t  c o u n t r y ,  a r i d  and r i v e r l e s s . *
The p o p u l a t i o n  o f  Kuwait a t  p r e s e n t  i s  e s t i m a t e d  a t  n e a r l y
1 m i l l i o n ,  o f  whom l e s s  th a n  h a l f  a r e  K u w a i t i s .  The non-K uw aits
2com prise  n e a r l y  70 p e r  c e n t  o f  th e  l a b o u r  f o r c e .  A cco rd ing  to  t h e
1965 Census th e  t o t a l  p o p u l a t i o n  o f  Kuwait was 4 6 7 ,3 3 9 ,  c o m p r is in g
220,059 K u w a it is  and 247,280 f o r e i g n e r s .  Most o f  t h e  K u w a it is  a r e
Sunni Muslims and a r e  c o n c e n t r a t e d  i n  th e  c a p i t a l ,  Kuwait C i t y ,  and
i n  a sm a l l  number o f  communities c h i e f l y  along', t h e  c o a s t  o f  Kuwait 
3Bay. The r u l i n g  d y n a s ty  i n  Kuwait was founded  by Sha ikh  Sabah 
A b d u l la h .  The Sabah f a m i ly  was o r i g i n a l l y  p a r t  o f  th e  Anazah t r i b e  
i n  th e  A ra b ia n  P e n i n s u l a .  In  1899 th e  th e n  R u l e r ,  S ha ikh  Mubarak, who 
f e a r e d  th e  i n c r e a s i n g  a u t h o r i t y  o f  th e  T u rk is h  governm ent i n  K uw ait ,  
conc luded  a t r e a t y  w i th  th e  U n i ted  Kingdom. The A n g lo -K u w aiti  t r e a t y  
o f  p r o t e c t i o n  gave Kuwait th e  a s s u ra n c e  o f  B r i t i s h  p r o t e c t i o n ,  and i n  
r e t u r n  the  r u l e r  a g re e d  n o t  to  a l i e n a t e  any o f  h i s  t e r r i t o r y  w i th o u t  
B r i t i s h  c o n c e n t .  I n  1915 th e  B r i t i s h  Government r e c o g n iz e d  Kuwait as
an in d e p e n d e n t  governm ent under  B r i t i s h  p r o t e c t i o n .  The f u l l  in d e p e n -
• . 4dence and s o v e r e i g n ty  o f  Kuwait was a c h ie v e d  on 19th June  1961.
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Kuwait O i l  I n d u s t r y
As m en tioned  b e f o r e ,  t h e  Red L ine  Agreement r e s t r i c t e d  th e  
c o m p e t i t io n  among t h e  m ajo r  i n t e r n a t i o n a l  o i l  com panies f o r  
a c q u i r i n g  c o n c e s s io n s  w i t h i n  a p r e s c r ib e d  a r e a .  I r a n  and Kuwait 
were s p e c i f i c a l l y  e xc luded  from  t h i s  ag re e m e n t .
In  1927 G ulf O i l  had se cu re d  c o n c e s s io n  r i g h t s  i n  t h e  
Sheikdoms o f  Kuwait and B a h ra in .  The company w ith d re w  from 
d e v e lo p in g  i t s  B a h ra in  c o n c e s s io n  unde r  i t s  o b l i g a t i o n  as a 
s i g n a t o r y  t o  t h e  Red L ine  A greem ent. But Kuwait was n o t  p a r t  o f  th e  
r e s t r i c t e d  a r e a ,  and so G u lf  O i l  c o n c e n t r a t e d  i t s  a t t e n t i o n  on th e  
c o n c e s s io n s  i n  t h i s  Sheikdom. At t h a t  t im e  Kuwait was s t i l l  under  
B r i t i s h  c o n t r o l ,  and th e  B r i t i s h  G overnm ent 's  p o l i c y  r e s e r v e d  
c o n c e s s io n  r i g h t s  w i th  B r i t i s h  c o l o n i a l  a r e a s  t o  B r i t i s h  com panies . 
G u lf  O i l  had t h e  o b s t a c l e  o f  n a t i o n a l i t y ,  w h i l e  i t s  r i v a l  t h e  
A n g lo - P e r s i a n  O i l  company, who was b id d in g  low er  f o r  t h e  same 
c o n c e s s io n ,  had  no such  h a n d ic a p .  W ith  r e s p e c t  t o  th e  n a t i o n a l i t y  
q u e s t i o n ,  G ulf  O i l  r e q u e s t e d  th e  a s s i s t a n c e  o f  t h e  S t a t e  
D epar tm en t o f  t h e  U n i ted  S t a t e s .  The i n t e r v e n t i o n  o f  t h e  S t a t e  
D epartm ent on b e h a l f  o f  G ulf  to  overcome t h e  o b s t a c l e  o f  n a t i o n a l i t y ,  
l e d  to  a  s e r i e s  o f  n e g o t i a t i o n s  among t h e  p a r t i e s  c o n c e rn e d ,  w hich  
l e d  to  a compromise a l lo w in g  b o th  companies t o  d e v e lo p  K u w a i t 's  
o i l  j o i n t l y  w i t h  e q u a l  s h a r e s .  L a t e r  t h e s e  two com panies formed 
t h e i r  common a f f i l i a t e  -  th e  Kuwait O i l  Company -  i n  F e b ru a ry  
1934, C o n c e ss io n  n e g o t i a t i o n s  w i t h  t h e  S ha ikh  o f  Kuwait were 
f i n a l i z e d  i n  December 1934. The a r e a  was 6 ,0 0 0  s q u a re  m i l e s ,  and 
th e  p e r io d  o f  c o n c e s s io n  was a g re e d  to  be  s e v e n t y - f i v e  y e a r s . ^
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Kuwait O i l  Company
Kuwait O i l  Company s t a r t e d  i t s  p r e l i m i n a r y  s u rv e y s  i n  1935, 
and i n  1938 d i s c o v e r e d  Burgan f i e l d  some 28 m i le s  s o u th  o f  Kuwait 
Bay. Between 1938 and 1942 a number o f  o t h e r  w e l l s  were d r i l l e d  
w h ich  co n firm ed  th e  e x i s t e n c e  o f  one o f  t h e  l a r g e s t  o i l  
a c c o m u la t io n s  i n  t h e  M iddle  E a s t .  Between 1942 and 1945 
e x p l o r a t i o n  a c t i v i t i e s  o f  Kuwait O i l  Company were su sp en d e d ,  and 
t h e  a l r e a d y  com pleted  w e l l s  were p lu g g e d .  W ith  th e  end o f  t h e  
Second World War, t h e  a c t i v i t i e s  were resum ed , and t h e  f i r s t  
com m ercial sh ipm ent o f  K uw ait i  o i l  was e x p o r te d  i n  June  1946. 
Encouraged  by th e  p r o s p e c t s  o f  t h e  Burgan f i e l d ,  t h e  Kuwait O i l  
Company e x te n d e d  i t s  e x p l o r a t o r y  o p e r a t i o n s  t o  o t h e r  r e g io n s  o f  
t h e  S t a t e  o f  K uw ait. As a r e s u l t  o f  t h e s e  e x p l o r a t i o n s ,  two new 
f i e l d s ,  Magwa and Ahmadi were b ro u g h t  i n t o  com m ercial p r o d u c t i v i t y  
by  1953 .6
The two p a r e n t  companies of t h e  Kuwait O i l  Company, namely th e
7A n g lo - I r a n ia n  O i l  Company and t h e  Gulf O i l  Company, were b o th  
i n t e r n a t i o n a l  o i l  companies w i th  a c c e s s  t o  c ru d e  o i l  s u p p l i e s  
s u r p l u s  to  t h e i r  own i n t e g r a t e d  n e e d s .  C o n s e q u e n t ly ,  i n  o r d e r  t o  
o b t a i n  o u t l e t s  f o r  t h e i r  s h a re  o f  K uw ait i  o i l  t h e s e  two coraapnies 
e n te r e d  i n t o  lo n g - te rm  c o n t r a c t s  f o r  a l a r g e  o f f - t a k e  w i t h  o t h e r  
m ajo r  o i l  com pan ies . G ulf  O i l  e n te r e d  i n t o  su ch  ag reem en ts  w i th  
S h e l l ,  and t h e  A n g lo - I r a n ia n  O i l  Company w i t h  S ta n d a rd  O i l  (New
g
J e r s e y )  and Socony-Vacuum.
Kuwait O i l  Company's f u n c t i o n  was m ere ly  in v o lv e d  w i th  t h e  
p r o d u c t io n  o f  c ru d e  o i l  from Kuwait t o  be l i f t e d  by t h e  two p a r e n t
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com panies . Kuwait O i l  Company was n o t  concerned  w i t h  w orld  
m a rk e t in g ,  and d id  n o t  p o s s e s s  any f a c i l i t i e s  i n  t h i s  r e s p e c t .  
D uring  t h e  1950 's  and 1960Ts t h e  c o n c e s s io n  underw en t changes 
i n  te rm s somewhat s i m i l a r  t o  th o s e  i n  o t h e r  c o u n t r i e s  o f  t h e  
M iddle E a s t .  The 50 p e r  c e n t  income t a x  was i n t r o d u c e d ,  w hich 
in v o lv e d  t h e  payment o f  t a x a t i o n  i n  a d d i t i o n  to  t h e  tonnage  
r o y a l t y ,  and became e f f e c t i v e  i n  December 1951. The p e r io d  o f  
c o n c e s s io n  was e x tended  by 17 y e a r s ,  and i n  1962 2 ,2 0 0  sq u a re  
m ile s  were r e l i n q u i s h e d .  The p r o d u c t io n  o f  c ru d e  by Kuwait O i l  
Company amounted to  800,000 to n s  i n  1946, 2 .19  m i l l i o n  i n  1947, 
and 6 .3  m i l l i o n s  i n  1948. By 1952 th e  p r o d u c t i o n  re a c h e d  
37 m i l l i o n  t o n s ,  w hich  meant an a v e rag e  y e a r l y  i n c r e a s e  o f  n e a r l y  
90 p e r  c e n t  be tw een  1946 and 1952. T h is  r a t e  was a c h ie v e d  p a r t l y  
due to  th e  lo s s  o f  p r o d u c t io n  i n  I r a n  f o l lo w in g  t h e  n a t i o n a l i z a t i o n
g
o f  t h e  o i l  i n d u s t r y .  (See s e c t i o n  on I r a n ) .
The Kuwait O i l  Company f u r t h e r  b u i l t  a r e f i n e r y  w i t h  t h e  
c a p a c i ty  o f  25 ,000  b / d ,  w hich  came on s t r e a m  i n  1949. The r e f i n e r y  
c a p a c i t y  o f  t h e  Kuwait O i l  Company was r a p i d l y  expanded in  t h e  
f i f t i e s ,  and by 1955 KOC r e f i n e r y  c a p a c i ty  was 250 ,000  b a r r e l s  o f  
c ru d e  o i l  d a i l y .  The main p r o d u c t s  o f  th e  r e f i n e r y  were k e ro s e n e ,  
l i g h t  gas o i l  and heavy gas o i l .  These c o n s t i t u t e d  42 ,5  p e r  c e n t  
o f  t h e  t o t a l  volume o f  t h e  r e f i n e d  p r o d u c t s .  The re m a in in g
5 7 .5  p e r  c e n t  com prised  b itum en  and o t h e r  m a t e r i a l s .  KOC's P o r t  
Mina Al*-Ahmadi was b u i l t  t o  lo ad  abou t 3 m i l l i o n  b a r r e l s  o f  o i l  
d a i l y , ^
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A p a r t  from  Kuwait O i l  Company, two o t h e r  c o n c e s s io n s  were 
g ra n te d  by th e  S ha ikh  o f  Kuw ait, The f i r s t  was t h e  60 y e a r  
c o n c e s s io n  i n  t h e  N e u t r a l  Zone ( sh a re d  by Kuw ait and Saud i A ra b ia )  
to  a  group of  A m erican com panies i n  1948. The Am erican 
In d ep e n d e n t  O i l  Company CAminoil) was a l s o  g r a n te d  th e  c o n c e s s io n  
to  look  f o r  o i l  i n  t h e  i s l a n d s  o f  K uber, Baru and Umm-al-Maradim, 
and t e r r i t o r i a l  w a te r s  o f  t h e s e  i s l a n d s ,  i n  1949.
The second c o n c e s s io n  was g r a n te d  to  a J a p a n e s e  group w i th  
an  o p e r a t i n g  s u b s i d i a r y  -  The A rab ian  O i l  Company (AOC) -  i n  1958. 
AOC co m p rise s  t h e  o f f - s h o r e  o f  t h e  K u w a it i -S a u d i  A ra b ia n  N e u t r a l  
Zone, w i t h  t h e  e x c e p t io n  o f  t h e  t e r r i t o r i a l  w a te r s  o f  t h e  N e u t r a l  
Zone and th e  above i s l a n d s .
Why th e  Kuwait N a t io n a l  P e t ro le u m  Company was form ed
U n l ik e  I r a n ,  t h e  e s t a b l i s h m e n t  o f  t h e  Kuwait N a t io n a l  
P e t ro le u m  Company was n e i t h e r  a f f e c t e d  by t h e  i n t e r n a l  p o l i t i c a l  
d i s p u t e s  among v a r i o u s  f a c t i o n s ,  n o r  r e s u l t e d  from  a d i s p u t e  w i th  
t h e  i n t e r n a t i o n a l  o i l  com panies o p e r a t i n g  i n  t h e  c o u n t r y .  KNPC was 
e s t a b l i s h e d  i n  O c tobe r  1960, n e a r l y  seven  months b e f o r e  t h e  d a t e  
when f u l l  in d ep e n d e n c e  was g r a n te d  to  K uw ait. P r i o r  to  t h a f t h e  
p o l i t i c a l  s t r u c t u r e  o f  t h e  Shailcdom was s i m i l a r  t o  t h e  t r a d i t i o n a l  
s o c i e t i e s  o f  t h e  A ra b ia n  P e n i n s u l a .  The r u l e r  and h i s  c o u n c i l  
were t h e  e x e c u t iv e  and l e g i s l a t i v e  b ra n c h e s  o f  t h e  n a t i o n ,  w h i le  
t h e  j u d i c i a l  b ra n c h  was a s s o c i a t e d  w i th  th e  r e l i g i o u s  a u t h o r i t i e s ,  
and was b a sed  on th e
D u r in g  t h i s  t im e ,  t h e r e  were no p o l i t i c a l  p a r t i e s  s i m i l a r  to  
t h o s e  e x i s t i n g  i n  I r a n  a f t e r  World War Two. A f t e r  in d e p e n d e n c e ,
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a c o n s t i t u e n t  a ssem bly  was e l e c t e d  i n  1962 w hich  drew up t h e  
c o n s t i t u t i o n ,  and i n  1963 th e  f i r s t  N a t io n a l  Assembly was e l e c t e d .  
There  i s  l i t t l e  e v id e n c e  t h a t  t h e  fo rm a t io n  o f  t h e  KNPC i n  196(3 
had a d e f i n i t e  p o l i t i c a l  m o t iv e .  F u r th e rm o re ,  th e  e s t a b l i s h m e n t  
o f  th e  Kuwait N a t io n a l  P e t ro le u m  Company was n o t  t h e  r e s u l t  o f  
t h e  governm en t’ s d i s c o n t e n t  w i th  th e  o p e r a t i o n s  o f  t h e  cr 
c o n c e s s i o n a i r e s .  B efo re  t h e  d i s c o v e r y  and e x t r a c t i o n  o f  o i l  i n  
K uw ait, t h e  economy o f  t h i s  s m a l l  c o u n tr y  had depended  m a in ly  on 
s e a - f a r m in g  and p e a r l  f i s h i n g .  The p e r  c a p i t a  income i n  t h i s  
p e r io d  d id  n o t  exceed  $35. Im port  d u t i e s  r a n g in g  b e tw een  4 to  
6 p e r  c e n t  c o n s t i t u t e d  t h e  main so u rc e  o f  p u b l i c  r e v e n u e ,  and th e  
t o t a l  work f o r c e  o f  t h e  c o u n tr y  was be tw een  8 ,000and  1 0 , 0 0 0 . ^
W ith in  a  few y e a r s  a f t e r  t h e  e x p o r t  o f  o i l  b eg an ,  Kuwait w i th  
a  p o p u l a t i o n  o f  l e s s  t h a n  h a l f  a m i l l i o n  was r e c e i v i n g  o i l  re v e n u e s  
s i m i l a r  t o  th o s e  o f  I r a n  o r  Saud i A ra b ia .  The phenom enal i n c r e a s e  
i n  o i l  r e v e n u e s  caused  a d r a s t i c  change i n  K u w a it ’ s economic and 
s o c i a l  l i f e .  K u w a it is  were a t t r a c t e d  away from  p e a r l i n g ,  s e a - f a r m in g  
and b o a t  b u i l d i n g ,  i n t o  t h e  o i l  i n d u s t r y ,  governm ent s e r v i c e ,  
c o n s t r u c t i o n  and v a r i o u s  s e r v i c e  o c c u p a t io n s  o f  h ig h  income economy. 
I n  a s m a l l  c i t y  l i k e  K uw ait ,  eve rybody  was b e n e f i t i n g  from  t h e  
o p e r a t i o n  o f  t h e  o i l  companies d i r e c t l y  o r  i n d i r e c t l y .  K u w a it is  
were a l s o  u s in g  new r o a d s ,  s c h o o l s ,  h o s p i t a l s  and w a te r  d i s t i l l a t i o n  
p l a n t s .
Even t h e  f o r e i g n  w o rk e rs  i n  Kuwait were b e n e f i t i n g  as a r e s u l t  
o f  t h i s  o i l  boom, and a l th o u g h  t h e i r  e a r n in g s  were l e s s  th a n  th o se  
o f  K u w ait i  w o r k e r s ,  th e y  were by f a r  h ig h e r  t h a n  o t h e r  p a r t s  o f  t h e
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M iddle E a s t .  There were t e n s i o n s  and c o n f l i c t s  among v a r io u s  
g roups and n a t i o n a l i t i e s ,  b u t  th e y  d id  n o t  m a n i f e s t  th em se lv e s  
i n  h o s t i l i t y  a g a i n s t  th e  o i l  i n d u s t r y .  The s i t u a t i o n  was n o t  
l i k e  t h a t  i n  I r a n  where o p p o s i t i o n  u s u a l l y  c la im e d  t h a t  th e  
r o o t  o f  t h e  c o u n t r y ’ s economic p roblem s was i n  t h e  g o v e rn m e n t 's  
m is h a n d l in g  o f  t h e  o i l  i n d u s t r y .  Hence th e  i d e a  o f  c r e a t i n g  a 
n a t i o n a l  o i l  company was n o t  b a sed  on t h e  d i s s a t i s f a c t i o n  o r  
d i s p u t e  w i t h  th e  f o r e i g n  owned o p e r a t i n g  com panies .
KNPC's e s t a b l i s h m e n t ,  and i t s  p a t t e r n  o f  g ro w th , have been  
a f f e c t e d  by c e r t a i n  s o c i a l  and economic c o n d i t i o n s  w hich  p r e v a i l e d  
i n  t h e  e a r l y  days p r i o r  to  t h e  d i s c o v e r y  o f  o i l  i n  Kuwait.
K u w a it is  have a much more m e r c a n t i l e  m e n t a l i t y  compared to  o t h e r  
c o u n t r i e s  o f  t h e  r e g i o n ,  and th e y  were among t h e  m ost a m b i t io u s  
and m o b ile  t r a d e r s  i n  t h e  P e r s i a n  G u lf .  T h is  t r a d i t i o n  o f  com m ercial
e n t r e p r e n e u r s h i p ,  which was o b ta in e d  long  b e f o r e  th e  d i s c o v e r y  
o f  o i l  i n  th e  a r e a ,  was p a r t l y  due to  t h e  e x i s t e n c e  o f  a n a t u r a l  
h a rb o u r  i n  Kuwait C i t y .  So f r e e  e n t e r p r i s e ,  t r a d e  and c a p i t a l i s m  
a r e  t r a d i t i o n a l  c h a r a c t e r i s t i c s  o f  K u w a i t i s . ^
T hese  c h a r a c t e r i s t i c s  were f u r t h e r  en h an ced  when o i l  was 
d i s c o v e r e d  i n  Kuwait and a w hole  new a r e a  o f  a c t i v i t i e s  were open 
to  th e  K uw ait i  m e rc h a n ts .  The emergence o f  t h e  o i l  i n d u s t r y  and 
t h e  e x p a n s io n  o f  t r a d e  enco u rag ed  th e  fo rm a t io n  o f  a number o f  
p r i v a t e  and mixed s h a r e h o ld in g  companies j o i n t l y  owned by th e  
governm ent and th e  p r i v a t e  s e c t o r .  By 1961, even  some w h o l ly  
s t a t e  owned i n d u s t r i e s ,  such  a s  s a n d - l im e  b r i c k  p l a n t ,  a cement 
works and a c h l o r i n e  f a c t o r y ,  were t r a n s f e r r e d  t o  one company
265
(Kuwait N a t io n a l  M a n u fa c tu r in g  Company) i n  w hich  th e  p r i v a t e  
s e c t o r  was a l lo w e d  49 p e r  c e n t  i n t e r e s t .  A no the r  exam ple o f  
p u b l i c  s u b s c r i p t i o n  i n  m ajo r  p r o j e c t s  i n  t h a t  p e r i o d  was th e  
Kuwait P e t ro -C h e m ic a ls  Company, i n  w hich  th e  governm ent h e ld  
40 p e r  c e n t  i n t e r e s t .  The r e m a in in g  60 p e r  c e n t  was d iv id e d  
among an  I t a l i a n  c h e m ica l  c o n s t r u c t i o n  company (40 p e r  c e n t ) ,
Kuwait N a t io n a l  P e t ro le u m  (5 p e r  c e n t ) ,  Kuwait N a t io n a l  
M a n u fa c tu r in g  Company (3 p e r  c e n t )  and t h e  p r i v a t e  s e c t o r  
(12 p e r  c e n t ) .  ^^
Kuwait T anker Company was formed by a group o f  l o c a l
m e rc h a n ts .  The company took  d e l i v e r y  o f  i t s  f i r s t  t a n k e r  from
Japan  i n  1959. Kuwait N a t io n a l  Bank began  i t s  o p e r a t i o n s  as  a  
s h a r e h o ld in g  company owned by th e  p r i v a t e  s e c t o r  i n  1952.
S i m i l a r l y ,  Kuwait In s u r a n c e  Company was formed by th e  p r i v a t e  
s e c t o r .  The e x t e n t  o f  t h e  governm ent in v o lv e m e n t  i n  mixed v e n tu r e s  
d u r in g  t h i s  p e r io d  v a r i e d  from  98 .72  p e r  c e n t  i n  Kuwait T ra d in g  
C o n t r a c t in g  and F o re ig n  In v e s tm e n t  Company, to  25 p e r  c e n t  i n  
Kuwait H o te l  Company.
The e s t a b l i s h m e n t  o f  t h e  Kuwait N a t io n a l  P e t ro le u m  Company in  
1960 a s  a mixed s h a r e h o ld in g  o r g a n i z a t i o n ,  w i t h  th e  p r i v a t e  
i n t e r e s t  o f  up t o  40 p e r  c e n t ,  was an e x t e n s i o n  o f  t h i s  governm ent
p o l i c y  o f  a l lo w in g  th e  p r i v a t e  s e c t o r  t o  t a k e  p a r t  i n  m ajor
p r o j e c t s .  I t  i s  t r u e  t h a t  t h e r e  was a c e r t a i n  p r e s t i g e  a t t r i b u t e d  
to  th e  f o rm a t io n  o f  th e  N a t io n a l  O i l  Company, b u t  t h i s  was n o t  th e  
main r e a s o n  f o r  t h e  e s t a b l i s h m e n t  o f  KNPC. In  o t h e r  w ords ,  KNPC
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was n o t  formed by th e  K uw ait i  Government s im p ly  to  show t h a t  i t  had 
a  N a t io n a l  O i l  Company s i m i l a r  to  th e  o t h e r  m a jo r  o i l
p r o d u c e r s .  However, t h e  governm ent was e a g e r  t o  e s t a b l i s h  an 
o r g a n i z a t i o n  f o r  d i s t r i b u t i o n  o f  l^- '^ 'oleum p r o d u c t s  i n  Kuwait 
w hich became p a r t  o f  KOC’ s r e s p o n s i b i l i t i e s .  So t h e  fo rm a t io n  o f  
KNPC, as s u c h ,  was an a t t e m p t  by th e  governm ent to  c r e a t e  a 
p r o f i t a b l e  and e f f i c i e n t  o r g a n i z a t i o n  to  t a k e  o v e r  d o m e s t ic  
d i s t r i b u t i o n  o f  p e t r o le u m  p r o d u c t s  and g r a d u a l l y  engage i n  o t h e r  
o i l  a c t i v i t i e s .
"The r a i s o n  d ’ e t r e  b eh in d  th e  e s t a b l i s h m e n t  o f  KNPC 
i s  t o  g iv e  K u w a it is  d i r e c t  p a r t i c i p a t i o n  i n  o i l  
a f f a i r s .  The Company i n  t h i s  r e s p e c t  o f f e r e d  a 
g o ld en  o p p o r tu n i ty  f o r  th e  K uw ait i  c a p i t a l  a s  w e l l  
a s  manpower to  s h a re  in  d e v e lo p in g  th e  o n ly  n a t u r a l  
r e s o u r c e  o f  th e  c o u n t r y ,  i . e .  o i l . " 13
As f o r  t h e  o i l  p o l i c i e s ,  th e  governm ent r e s e r v e d  a l l  m a t t e r s  
w i t h i n  t h e  j u r i s d i c t i o n  o f  th e  M in i s t r y  o f  F in a n ce  and O i l .  The 
M in i s t r y  r e p r e s e n t s  th e  governm ent i n  th e  O r g a n iz a t io n  o f  P e t ro le u m  
E x p o r t in g  C o u n t r i e s ,  and th e  O r g a n iz a t io n  o f  Arab P e t ro le u m  
E x p o r t in g  C o u n t r i e s .  F u r th e rm o re ,  th e  M in i s t r y  c o n d u c te d  i t s  o i l  
p o l i c y  d i r e c t l y  w i th  t h e  o i l  com panies which o p e r a t e d  i n  th e  
c o u n t r y .  But th e  o b j e c t i v e s  s e t  o u t  f o r  th e  KNPC i n  th e  " A r t i c l e s  
o f  A s s o c ia t io n "  e n v is a g e d  a f a r  b r o a d e r  scope o f  o p e r a t i o n  f o r  t h e  
N a t io n a l  O i l  Company. The p ro p o se d  o p e r a t i o n s ,  i n  f a c t ,  e x te n d e d  
i n t o  a r e a s  f a r  beyond th e  l i m i t e d  s p h e re  o f  d i s t r i b u t i n g  p e t ro le u m  
p r o d u c t s  l o c a l l y  i n  K uw ait. I t  gave KNPC th e  r i g h t  t o  e x p l o r e ,  
d r i l l  and p ro d u ce  c ru d e  o i l  and m arke t  p e t r o le u m  p r o d u c t s  l o c a l l y  
o u t s i d e  th e  c o n c e s s io n  a r e a ,  and in  f o r e i g n  c o u n t r i e s  i t  c o u ld  be 
a rg u e d  t h a t  KNPC was g iv e n  a f r e e  hand in  i t s  o p e r a t i o n ,  w i th  th e
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e x c e p t io n s  o f  i n t e r f e r i n g  i n  th e  a f f a i r s  o f  KOC o r  g e t t i n g  
i t s  s u p p l i e s  o f  c ru d e  o i l  a t  c o s t .
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CHAPTER X II I
KUWAIT NATIONAL PETROLEUM COMPANY 
OBJECTIVES AND OPERATIONS
The Kuwait N a t io n a l  P e t ro le u m  Company was e s t a b l i s h e d  i n
O c tobe r  1960 w i t h  th e  c a p i t a l  o f  K.D. 7 ,5 0 0 ,0 0 0  (US$21 m i l l i o n )
d iv id e d  i n t o  1 ,0 0 0 ,000  s h a r e s .  The Government o f  Kuwait had a
c o n t r o l l i n g  i n t e r e s t  i n  t h e  company by s u b s c r i b i n g  t o  60 p e r  c e n t
o f  t h e  c a p i t a l .  The r e m a in in g  40 p e r  c e n t  o f  t h e  KNPC's c a p i t a l
was h e ld  by th e  p u b l i c  o f  K uw ait. The l a s t  i n s t a l m e n t  o f  th e  p a r
v a lu e  o f  th e  KNPC s h a r e s  was p a id  by b o th  th e  Government and th e
2 ,700  p r i v a t e  s h a r e h o l d e r s  i n  1964.
On 15th  F e b ru a ry  1967, th e  i s s u e  s h a re  c a p i t a l  o f  t h e  company
was i n c r e a s e d  by 1 ,0 0 0 ,000  s h a r e s ,  o f  w hich 5 0 0 ,000  s h a r e s  w ere
i s s u e d  by th e  Company as f u l l y  p a id  by th e  c a p i t a l i z a t i o n  o f
r e s e r v e s ,  and th e  r e m a in in g  s h a re s  were i s s u e d  f o r  c a sh  a t  t h e
nom ina l v a lu e  o f  K.D. 7 ,500  p e r  s h a r e . *
O b je c t iv e s  o f  t h e  Kuwait N a t io n a l  P e t ro le u m  Company, as
d e s c r i b e d  i n  t h e  " A r t i c l e s  o f  A s s o c i a t i o n  ( A r t i c l e  5 ) "  a r e  as  
2f o l l o w s :
1. To engage i n  th e  p e t ro le u m  i n d u s t r y  i n  Kuwait o r  
a b ro a d  i n  any f i e l d  o f  t h i s  i n d u s t r y  i n c l u d i n g  th e  
e x p l o r a t i o n  and d r i l l i n g  works f o r  o i l  and n a t u r a l  
gas and o t h e r  h y d ro c a rb o n s :  t h e  p r o d u c t i o n ,  
r e f i n i n g  and s t o r i n g  o f  th e  s a i d  s u b s ta n c e s  and any 
o f  t h e i r  b y - p ro d u c t s  and p r e p a r a t i o n s  i n c l u d i n g  th e  
c h e m ica ls  p roduced  from p e t r o le u m  o r  n a t u r a l  gas 
and h y d i 'o c a rb o n s ; and to  t r a d e  i n  t h e s e  s u b s ta n c e s  
and t h e i r  b y - p r o d u c t s  and p r e p a r a t i o n s ; and to  
d i s t r i b u t e ,  s e l l  and e x p o r t  them.
2. To p ro m o te ,  de v e lo p  and improve th e  p e t r o le u m  
i n d u s t r y  and i t s  p r o d u c ts  and p r e p a r a t i o n s  and 
th e  o t h e r  i n d u s t r i e s  r e l a t i n g  t h e r e t o .
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3. To e s t a b l i s h  s u b s i d i a r y  companies i n  Kuwait and 
a b ro a d  w i th  th e  aim of  e n g ag in g  i n  th e  p e t ro le u m  
i n d u s t r y ;  to  p rom ote ,  d e v e lo p ,  and im prove t h i s  
i n d u s t r y ;  and to  t r a d e  i n ,  t r a n s p o r t ,  d i s t r i b u t e  
and s e l l  t h e s e  m a t e r i a l s .
4. To c o - o p e r a t e  w i th  s i m i l a r  p e t r o le u m  companies w i th  
th e  aim o f  f a c i l i t a t i n g  p r o d u c t i o n ,  r e f i n i n g ,  
t r a n s p o r t ,  d i s t r i b u t i o n ,  m a rk e t in g  and o t h e r  
o p e r a t i o n s  and ag reem en ts  c o n c e rn in g  th e  q u a n t i t i e s  
o f  p r o d u c t i o n ,  th e  p r i c e  o f  o i l ,  th e  r e d u c t io n  o f  
o i l  t r a n s p o r t  c o s t s  and deve lopm ent o f  f a c i l i t i e s  
n e c e s s a r y  f o r  th e  r e a l i z a t i o n  o f  th e s e  a i m s , . . , 1'
As i t  i s  c l e a r  from  t h i s  A r t i c l e ,  th e  p ro p o se d  o p e r a t i o n s  o f  
KNPC go f a r  beyond d i s t r i b u t i n g  p e t ro le u m  p r o d u c t s  i n  t h e  S t a t e  o f  
K uw ait.  The a c t i v i t i e s ,  such  as e x p l o r a t i o n ,  d r i l l i n g ,  p r o d u c t i o n ,  
r e f i n i n g  and m a rk e t in g  o f  p e t ro le u m  p r o d u c t s  l o c a l l y  and i n  f o r e i g n  
c o u n t r i e s  a r e  p ro p o se d  to  b u i l d  Kuwait N a t io n a l  P e t ro le u m  Company 
i n t o  an i n t e g r a t e d  o i l  Company.
O r g a n iz a t io n  and Manpower
Kuwait N a t io n a l  P e t ro le u m  Company i s  th e  o n ly  n a t i o n a l  o i l
company w hich  s t a r t e d  as  a  mixed v e n tu r e  f i r m  w i t h  t h e  governm ent
p a r t i c i p a t i n g  60 p e r  c e n t  o f  i t s  c a p i t a l ,  and th e  p r i v a t e  Kuwait
s e c t o r ,  40 p e r  c e n t .  The b o a rd  of D i r e c t o r s  o f  KNPC had t e n
members, o f  whom s i x  r e p r e s e n t e d  th e  governm ent, and f o u r
r e p r e s e n t e d  th e  p r i v a t e  s h a r e h o l d e r s .  In  th e  f i r s t  y e a r  of
o p e r a t i o n  one Managing D i r e c t o r  s u p e r v i s e d  th e  o p e r a t i o n s  o f  th e
company on a p a r t - t i m e  b a s i s .  The number o f  Managing D i r e c t o r s  was
i n c r e a s e d  to  t h r e e  as t h e  o p e r a t i o n s  o f  th e  company expanded . In
1964 th e  Board o f  D i r e c t o r s  e l e c t e d  an E x e c u t iv e  Com m ittee,
composed o f  a Chairman and t h r e e  D i r e c t o r s  -  a l l  on a p a r t - t i m e
b a s i s  -  to  manage company a f f a i r s .  A lso  a s i n g l e  f u l l - t i m e  E x e c u t iv e
3D i r e c t o r  became r e s p o n s i b l e  f o r  th e  d a i l y  o p e r a t i o n s  o f  KNPC.
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One o f  th e  most im p o r ta n t  t a s k s  o f  KNPC i n  t h e  e a r l y  days 
was t o  t r a i n  t e c h n i c i a n s  and Kuwaiti w o r k e r s . In  1961 t h e r e  were 
o n ly  6 K uw a it i  em ployees who c o n s t i t u t e d  2 .5  p e r  c e n t  o f  th e  
company’ s t o t a l  o f  238 em p loyees .  More th a n  90 p e r  c e n t  o f  th e  
company’ s manpower was from  o t h e r  Arab c o u n t r i e s ,  and th e  r e s t  
from o t h e r  c o u n t r i e s .  In  1976, a f t e r  16 y e a r s  o f  work and 
t r a i n i n g  program mes, th e  K uw ait i  employees w ere  o n ly  15.6 p e r  
c e n t  o f  th e  t o t a l  o f  2 ,632  work f o rc e  o f  th e  company, w hich was 
e le v e n  t im es  l a r g e r  th a n  in  1961, The f o l lo w in g  t a b l e s  o v e r ­
l e a f  show th e  n a t i o n a l i t y  o f  th e  employees i n  KNPC from  1961 
to  1976, and th e  breakdown o f  manpower i n t o  K u w a it is  and o t h e r  
n a t i o n a l i t i e s .
The Kuwait N a t io n a l  P e t ro le u m  Company s t a r t e d  a programme of  
s c h o la r s h i p  and t r a i n i n g  f o r  K uw ait is  i n  1962. T h is  programme was 
aimed a t  p r e p a r in g  K u w a it is  f o r  t e c h n i c a l  and a d m i n i s t r a t i v e  
p o s i t i o n s  i n  th e  company. The company sp o n s o re d  a number of  
K uw ait i  s t u d e n t s  to  s tu d y  b u s in e s s  a d m i n i s t r a t i o n  and e n g in e e r i n g .  • 
A pa r t  from  u n i v e r s i t y  s c h o l a r s h i p s ,  t r a i n i n g  c o u r s e s  were s e t  up 
t o  t r a i n  K u w a it is  f o r  j o b s  su c h  a s  s t a t i o n  a t t e n d a n t s  and c l e r k s .
In  1973 th e  D epartm ent o f  T r a in in g  and C a re e r  Developm ent Programmes 
was r e o r g a n iz e d  and made r e s p o n s i b l e  d i r e c t l y  to  t h e  top  management.
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TABLE X I I I . 1
Kuwait N a t io n a l  P e t ro le u m  Company : Manpower from  1961-1976
KUWAITI OTHER ARABS WESTERNERS OTHERS TOTAL KUWAITI 
No. No, No. No. a s  % of
............................................t o t a l
1961 6 216 2 ' 14 238 2 ,52
3962 14 378 4 22 418 3 .3 5
3 963 35 429 6 20 470 3 .1 9
3964 27 452 7 20 506 5 .3 4
1965 47 485 16 23 571 8 .2 3
3966 84 513 28 25 650 12.92
3967 . .116 793 89 51 1,049 11 .06
1968 142 1 ,223 134 164 1,663 8 .5 4
1969 211 1,311 128 177 1,827 11.5
1970 230 1 ,244 111 160 1,745 13.16
1971 261 1,198 100 153 1 ,712 15.25
3972 262 1,217 86 148 1,713 15.29
1973 318 1,267 88 153 1,826 17.22
1974 371 1,427 87 186 2,071 17.91
3975 373 1,570 90 244 2,277 16.38
1976 410 1,833 100 289 2 ,632 15.58
Source :  Kuwait N a t io n a l  P e t ro le u m  Company, Annual R e p o r ts  1973-75.
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Kuwait N a t io n a l  P e t ro le u m  Company i s  to  a l a r g e  e x t e n t  
d ep en d en t  on th e  n o n -K u w a it i  work f o r c e .  More th a n  80 p e r  c e n t  
o f  t h e  p r e s e n t  employees a r e  n o n -K u w a i t i s ,  and a l t h o u g h  t h i s  i s  
much l e s s  th a n  th e  c o r r e s p o n d in g  f i g u r e  o f  97 p e r  c e n t  f o r  1961, 
i t  i s  s t i l l  h ig h  f o r  a n a t i o n a l  o i l  company w i t h  th e  t o t a l  work 
f o r c e  o f  n e a r l y  2 ,600  p e o p le .  (The N a t io n a l  I r a n i a n  O il  Company 
employs more th a n  42 ,000  p e o p le ,  o f  whom n e a r l y  95 p e r  c e n t  a re  
I r a n i a n s . )  The h ig h  p e r c e n ta g e  o f  f o r e i g n  w o rk e rs  a t  KNPC i s  
p a r t l y  due to  th e  f a c t  t h a t  th e  K u w a it is  were n o t  a d e q u a te ly  
t r a i n e d  to  ta k e  o v e r  th e  t e c h n i c a l  o p e r a t i o n s  a t  th e  r e f i n e r y  l e v e l  
on i n t e r n a t i o n a l  m a r k e t in g .  But th e  f a c t  t h a t  m ost o f  th e  l o c a l  
m a rk e t in g  i s  done by n o n -K u w a it is  shows t h a t  o t h e r  f a c t o r s  a p a r t  
from mere t r a i n i n g  a re  in v o lv e d .  K uw ait is  e n jo y  a h i g h e r  s ta n d a r d  
o f  l i v i n g  compared w i th  o t h e r  r e s i d e n t s  o f  t h e  s t a t e  o f  K uw ait,  
and th e y  have more o p p o r t u n i t i e s  to  engage in  a  v a r i e t y  o f  
a c t i v i t i e s  w hich  a re  f i n a n c i a l l y  more re w a rd in g .  T h i s ,  t o g e t h e r  
w i th  th e  f a c t  t h a t  th e  o ld  K uw ait i  men were t r a d i t i o n a l l y  n o t  
k een  on manual w ork , h e lp s  to  e x p la i n  why KNPC have p r o p o r t i o n a t e l y  
th e  lo w e s t  number o f  K u w a it is  w ork ing  a t  th e  l o c a l  d i s t r i b u t i o n  
and th e  h i g h e s t  a t  th e  main o f f i c e .
The in v o lv e m e n t  o f  f o r e i g n e r s  i n  th e  n a t i o n a l  o i l  company had  
a t  l e a s t  one m ajor  b e n e f i t  f o r  KNPC. The company, f r e e  from  the  
u s u a l  r e s t r a i n t s  t h a t  were imposed on a p p o in t in g  f o r e i g n e r s  in  
o t h e r  n a t i o n a l  o i l  com pan ies ,  u sed  f o r e i g n  e x p e r t s  and a d v i s e r s  
i n  i t s  o p e r a t i o n s .  In  o t h e r  w ords ,  KNPC d id  n o t  h e s i t a t e  to  employ 
f o r e i g n e r s  i f  th e y  were n e e d ed ,  e s p e c i a l l y  in  i t s  i n t e r - . . ;  i o n a l
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m a rk e t in g  s i d e .  T h is  a t t i t u d e  f u r t h e r  e n s u re d  t h a t  th e  K u w a it is  
g r a d u a l ly  l e a r n t  th e  o i l  b u s in e s s  from  h i g h ly  q u a l i f i e d  p e o p le .  
The t a b l e  be low  g iv e s  th e  breakdown work f o r c e  a t  KNPC i n  1976,
TABLE X I I I . 2
Breakdown o f  manpower i n t o  K u w a it is  and o t h e r  n a t i o n a l i t i e s  i n  
th e  Kuwait N a t io n a l  P e t ro le u m  Company 1976
R e f in e r y  
Main o f f i c e
I n t e r n a t i o n a l  m a rk e t in g  
L o ca l  m a rk e t in g
K u w ait is
227
115
20
48
Number o f  
Employees
1,049
368
105
1 , 1 1 0
K u w a it is  as 
% o f  t o t a l
2 1 . 6
3 1 .3
19.1
4 .3
TOTAL 410 2 ,6 3 2 15.6
S ou rce :  Kuwait N a t io n a l  P e t ro le u m  Company Annual R e p o r t  1976
p . 16.
Dom estic  o p e r a t i o n s  o f  KNPC
Kuwait N a t io n a l  P e t ro le u m  Company began  i t s  a c t i v i t i e s  on 
June  1 s t  1961, On t h a t  day i t  to o k  o v e r  a l l  b u lk  and r e t a i l  s a l e s  
f a c i l i t i e s  from  Kuwait O i l  Company in  th e  S t a t e  o f  K uw ait .  The 
t o t a l  sum p a id  t o  KOC f o r  th e  p u rc h a s e  o f  i t s  t a n k a g e ,  p l a n t  and 
equ ipm ent a t  th e  tim e o f  t a k e - o v e r  was a p p ro x im a te ly  KD,336,000 
(US$940,000). The so u rc e  o f  su p p ly  f o r  a l l  f u e l s  s o ld  by  KNPC
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was from  Kuwait O i l  Company r e f i n e r y  a t  Mina Al-Ahmadi.
L u b r i c a t i n g  o i l  was im p o r te d  from Europe on a c o n t r a c t u r a l  
b a s i s  under  KNPC’ s b ra n d  name KUWAITOIL.^
KNPC’ s t a k e - o v e r  o f  dom es tic  d i s t r i b u t i o n  o f  p e t ro le u m  
p r o d u c t s  i n  Kuwait was a c h ie v e d  w i th o u t  any m ajo r  p ro b le m s .
This  o p e r a t i o n  was v e ry  p r o f i t a b l e  and p ro v id e d  th e  p r im a ry  
s o u rc e  o f  i n t e r n a l l y  g e n e ra te d  c a p i t a l  f o r  th e  company. I t  must 
be n o t e d  t h a t  KNPC was th e  o n ly  a g e n t  o f  th e  Kuwait governm ent 
f o r  t h e  d i s t r i b u t i o n  o f  p e t ro le u m  p r o d u c t s ,  a n d . i n  t h i s  r e s p e c t  
en jo y e d  a s h e l t e r e d  p o s i t i o n  s i m i l a r  to  o t h e r  n a t i o n a l  o i l  
com panies u n d e r  s tu d y .  To sum up , KNPC’ s main o p e r a t i o n  in  th e  
e a r l y  days o f  i t s  e s t a b l i s h m e n t  was to  m arke t  p e t r o le u m  p r o d u c t s  
made a v a i l a b l e  by KOC i n  K uw ait .^
N e a r ly  a y e a r  a f t e r  th e  e s t a b l i s h m e n t  o f  KNPC i n  May 1962, 
Kuwait O il  Company r e l i n q u i s h e d  to  th e  Government o f  Kuwait 
9 ,262  s q u a re  k i l o m e t r e s  o f  i t s  c o n c e s s io n ,  m o s t ly  i n  th e  w e s t  o f  
K uw ait.  KNPC, i n  J u ly  1962, f o rm a l ly  a p p roached  th e  governm ent f o r  
a c o n c e s s io n  to  e x p lo r e  and e x p l o i t  o i l  i n  t h e  r e l i n q u i s h e d  a r e a s .  
The d e s i r e d  c o n c e s s io n  was g r a n te d  to  KNPC i n  O c to b e r ,  and i n  th e  
f o l lo w in g  y e a r  KNPC i n v i t e d  b id s  from f o r e i g n  com panies to  e n t e r  
i n t o  p a r t n e r s h i p  i n  t h i s  c o n c e s s io n .  A number o f  i n t e r n a t i o n a l  and 
sm a l l  in d e p e n d e n t  o i l  companies showed t h e i r  d e s i r e  to  form  a 
p a r t n e r s h i p  w i th  KNPC f o r  o i l  e x p l o r a t i o n  and deve lopm ent i n  th e  
r e l i n q u i s h e d  a r e a .  In  J u ly  1965, KNPC's Board o f  D i r e c t o r s  
s e l e c t e d  C ia -H is p a n c ia  de P e t r o l e o u s  S.A. ( H i s p a n o i l )  a s  p a r t n e r  
in  th e  c o n c e s s io n ,  and a new company was fo rm ed .^
276
o nd Cr* i-3
o H H* P"
p CD r t P
<1 < g c0
CP H* 3 P
H O P
CO P P P
H* CO P
O pi H-
P Hi P rt
H* fP w
H i OQ
P C 0
O H pi p
r t (D H p
O CO H» p
H P
CO si P P• cd f=v
H Cb o
p H*
P
nd
r t
pi CO P
eu P o .
H*
P H*
CO O P
r t H*
P I - 1 i—•
eu
£j
VD
'-J
P P On
o H
o P P
o P
p OQ CuCu H-
H* < —i
P P VD
OQ P ■-J
On
r t H*
o 0
r t  I— pr1 O 
CD fdcm
e
d
H
r
gfU
r t  pd 
O  CP
r t P id
CO o
Pi P
Pi P r tpv Cb CO
O
id M O
r t P Hi
P O*Cb P
H*
H* O PJ
P P O
r t •
i—> H*
VO P
-O OQ PJ
ON P
O H*
> H« O
P H* P
P W
P r t
Pi H* O
t—4 P
r t
H* P 4
P 3 P
Pd >d r t
o P
P P Hi
r t H* H ‘
P OQ
P H 4 P
CO P
H* OQ P
P P CO
OQ t- 1
I—1 Hi
r t O O
P 4 P P
P CO• Hi
P P
P P
i—1 t>  H>
P H 4
<5 t - 1 O
Pi H*
P
r t V
W
H *
r t
I
CD
0
P
VO
O
to
VO
v
'v j
p
CO
VD
u
00
On
On
SPi
H
H *PICP
H *CP
CO
CP
w
CP
§
H i
£
CP
to
on
" o
to
VD
to
OO
O n
-O '
00
00
O
OO
P
' - J
On
O
P
' • J
On
«— ■P'V» V
OO t o 1
ON ON
0 0
V n•^J oV M
' - J o 1
' - J ONo^ vo
0 0 Vno ON tow w w
■"J ON 00
t o ON Vno Vn Vo
00 ON
On vd ON
v w
O o voo to-p' O vo
M to VD
U1 00 o• « *
Vn CO vo
r *
H*
GQPT1
rt
Hi
C
CP
O
H -t—1
K
CP
r t
H
H*n
r t
OPi
CO
tHCP
cr1
CD
o
H*
OPi
Co
O
H-
W
CP
h j
O
cn
CP
P
CD
H
O
rt
Pi
l->
O
Pi
co
O
_^i
H*
P
cd
t o
H
B
H*
§
o
pi
co
o
t->
H-
PCP
OO
Oo o n
ON
t o
I
O
Q 00 Pi P 
co "d o CP 
c—1 H 
H*
h d
H
CP
E3
H*
"tH
H*
r t
H
(D
co
ON l .
to
•'j Vn
-P’
O
ON
-P-
O
vn1* u u u u u
VD to VD o VD o oo
ON 00 •P* o •P- VO VnON VD Vn o o O
to Vn -p~
•p-
to
-P-
VO —i O VO ON vo toV V* v> w VI V
o -P* Vn vo o ON VO
to ON to ON -P VD PVD o ON 00 o VO
VO ON ■p-
■p-
Vn
-P-
-P-Vn ■—* •— •-J 0o Vo pV V 13 u w
-p' VD VO ON ON VD
-C> o ON VD -o VD
o On to VO ' ' 00 VO
VO On P>
P-
VD
-P-
ON to
Vo to •P' -O to VD voV* w u v» V
Vo ►—i ■P- ■-0 P- VO t—•
ON O 1—1' to VD p
-~J Vn p> Vn O 00 to
4>> 0o
Vn -p*
ON p
Vn —* to to ■—i oo voV V V* i# V V
VO vo to -P' Vn -P oVO 00 Vn o i—■ Vn vn
VD VO VD o to -P 00
Vn VD p>
Vn
ON
P
VD ON
ON to I—* to O P Vnw V V w V V u
ON P" -p- P ' 00 00 VD'-J to to to ON 'O vo
-P- ’ ' -p- -P' VO o VO
00
to
VO -P-
ON
VO
Vn
Vn 00Vn VO o O Vn VO •—*w V# V V w
OO to o VO —* ON Vn
VO P' ON o ON o Vn
00 Vn •vj o -P- -o
to
to
CO
'O
vo
ON
p 00
-p- VO VO to o Vn pu V * VJ V v u
vo "-J VD 00 VD VD
'O .—i 00 Vn Vn Oto Vn ■P' VD 00 ON to
CO
' ' J
P
h d
H
O
p u
P
O
r t
co
c p
P
H*
r t
vo
J n
VO
VO
o
VD
^ 1
VD
CO
VD
^ 0
OO
VD
- O
-O '
VD
■vj
On
VD 
O n 
H*v< >
d  cd <
O P  (D H H H 
CP H 1 Pi 
pi VJ 00 
CO (P 
CP S'S
VD
O n
VO
1
I—-
VO
- o
ON
277
Kuwait S pan ish  P e t ro le u m  Company (KSP): t h i s  company was
e s t a b l i s h e d  i n  Ju n e  1968, and began e x p l o r a t i o n  a c t i v i t i e s  i n
7
th e  c o n c e s s io n  a r e a  i n  1969. Kuwait S p a n ish  P e t ro le u m  Company 
i s  th e  o p e r a t o r  f o r  Kuwait N a t io n a l  P e t ro le u m  Company (which 
h o ld s  51 p e r  c e n t  o f  th e  s h a r e s ) ,  and H is p a n ic a  de P e t r o l e o s  S.A. 
" H is p a n o i l "  (a  S p a n ish  company h o ld in g  49 p e r  c e n t  o f  t h e  s h a r e s ) . 
The s e i s m ic  f i e l d  o p e r a t i o n s  were f i n a l i z e d  i n  J a n u a ry  1971, The 
company s t r u c k  o i l  i n  1971, b u t  i n  v iew o f  t h e  r e s u l t  o f  f u r t h e r  
d r i l l i n g  i n  t h a t  y e a r  and 1973, d r i l l i n g  was su spended  and th e  
companies* a c t i v i t i e s  were r e s t r i c t e d  to  c o n d u c t in g  g e o lo g i c a l  
s t u d i e s  aimed a t  r e - e v a l u a t i n g  th e  p r o s p e c t s  o f  t h e  c o n c e s s io n  a r e a .
The e f f o r t s  o f  Kuw ait S pan ish  P e t ro le u m  Company to  f i n d  
com m ercial q u a n t i t i e s  o f  o i l  i n  th e  a r e a  a l l o c a t e d  to  i t  by the  
governm en t,  were n o t  s u c c e s s f u l .  In  1976, KSPC d e c id e d  to  
d i s c o n t i n u e  i t s  e x p lo r a to r y  a c t i v i t i e s ,  and in fo rm e d  th e  Government 
o f  Kuwait t h a t  i t  would r e t u r n  th e  c o n c e s s io n  a r e a .  A c c o rd in g ly ,  
th e  a s s e t s  o f  Kuwait S p a n ish  P e t ro le u m  Company were l i q u i d a t e d ,
g
and th e  company s to p p e d  a l l  i t s  a c t i v i t i e s .  W hile t h i s  e a r l y  
v e n tu r e  by KNPC was n o t  p r o f i t a b l e ,  a n o th e r  e a r l y  s u b s i d i a r y ,  namely 
Kuwait A v ia t i o n  F u e l l i n g  C&mpany, p roved  to  be a much more 
p r o f i t a b l e  v e n tu r e .
The Kuwait A v ia t i o n  F u e l l i n g  Company (KAFCO): t h i s  company
was e s t a b l i s h e d  on J u ly  1 s t  1963, w i th  KNPC h o ld in g  51 p e r  c e n t  
i n t e r e s t ,  and B r i t i s h  P e t ro le u m  49 p e r  c e n t .  KAFCO took  o v e r  th e  
a i r c r a f t  r e f u e l l i n g  s e r v i c e s  w hich were p r e v i o u s l y  c a r r i e d  o u t  by
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gp  ( E a s t e r n  A g e n c ies )  L td .  In  1966, th e  A r t i c l e s  o f  A s s o c i a t i o n  
o f  KAFCO were changed , th e  KNPC's h o ld in g  was i n c r e a s e d  to  
gO p e r  c e n t .  KAFCO became a w ho lly  owned s u b s i d i a r y  o f  KNPC on 
j ^ r i u a r y  1 s t  1973. A lso i n  1973, th e  r e s p o n s i b i l i t y  f o r  o p e r a t i o n  
ar .,3 management o f  b u n k e r in g  f a c i l i t i e s  a t  Shuwaik P o r t  was 
t r a n s f e r r e d  from th e  Kuwait O i l  Company to  th e  Kuwait N a t io n a l  
P e t r o l e u m  Company.
KAFCO p ro v ed  to  be a v e ry  p r o f i t a b l e  v e n tu r e  f o r  th e  Kuwait
N a t i ° n a l  P e t ro le u m  Company. D iv id en d s  r e c e iv e d  from t h i s
s u b s i d i a r y  amounted to  KD.24,531 in  1963, the  y e a r  i n  which th e
o p e r a t i o n  s t a r t e d .  By 1967 i t  re a c h e d  a f i g u r e  o f  KD184,000,
an  a v e ra g e  y e a r l y  i n c r e a s e  o f  n e a r l y  65 p e r  c e n t .  By 1975 the
w h o l l y  owned Kuwait A v ia t io n  F u e l l i n g  Company had a n e t  p r o f i t  o f
KIJ3 »7 3 5 ,0 0 0 ,  which was a hund red  t im es  l a r g e r  th an  what KNPC
r e C e iv e d  as  d iv id e n d  a t  th e  b e g in n in g  o f  th e  o p e r a t i o n  o f  i t s  
9
coinpariy»
j n t e r n a t i o n a l  o p e r a t i o n s  o f  Kuwait N a t io n a l  P e t ro le u m  Company
The f i r s t  a t t e m p t  in  i n t e r n a t i o n a l  o p e r a t i o n s  by KNPC came 
f I(7n)/*diately a f t e r  i t s  e s t a b l i s h m e n t  in  1960. The company a c q u i r e d  
n 5 p e r  c e n t  i n t e r e s t  in  th e  " C e n t r a l  A f r i c a n  P e t ro le u m  R e f i n e r i e s  
l i m i t e d "  i n  th e  F e ruka  V a l le y  a t  U m ta l i ,  S o u th e rn  R h o d e s ia .  The 
2 0 , 0 0 0  b a r r e l s  p e r  day U m tali  r e f i n e r y  went on s t r e a m  in  March 
vising Agha J a r i  c rude  as  f e e d s to c k .  KNPC, n o t  p o s s e s s i n g  any c rude  
Gf i t s  own, had to  p u rc h a s e  Am inoil c ru d e  and exchange i t  f o r  Agha 
j j , r i  c ru d e  to  meet i t s  su p p ly  r i g h t  o f  c ru d e  (KNPC’ s 5 p e r  c e n t
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s h a re  o f  su p p ly  was 1,000 b a r r e l s  p e r  day , o r  5 0 ,000  to n s  p e r  
y e a r ) .  KNPC has  i n t e r r u p t e d  th e  im p le m e n ta t io n  o f  i t s  5 p e r  
c e n t  su p p ly  r i g h t  o f  c ru d e  to  t h i s  r e f i n e r y  i n  com p liance  w i th  
th e  d e c i s i o n  o f  th e  Government o f  Kuwait and th e  S e c u r i t y  C o u n c i l  
o f  th e  U n i te d  N a t io n s  to  p l a c e  an embargo on a l l  o i l  sh ipm en ts  
to  S o u th e rn  R h o d e s i a . ^
From 1962 th e  Kuwait N a t io n a l  P e t ro le u m  Company was p la n n in g
to  b u i l d  a r e f i n e r y  i n  th e  i n d u s t r i a l  a r e a  a t  S h u a ib a .  Such a
r e f i n e r y ,  i n  th e  v iew o f  th e  company o f f i c i a l s ,  forms an i n t e g r a l  l i n k
i n  th e  e x p an d in g  o p e r a t i o n s  o f  th e  company. The a v a i l a b i l i t y  o f
n e a rb y  Burgan g a s ,  w hich i s  a s s o c i a t e d  w i th  Kuwait c rude  p r o d u c t io n
and was w a s te d  by f l a r i n g ,  encou raged  KNPC to  b u i l d  a r e f i n e r y
b a sed  on h y d r o g e n e r a t io n  p r o c e s s  to  c o n v e r t  c ru d e  o i l  i n t o
p r o d u c t s .  F u r th e rm o re ,  i n  h y d r o g e n e r a t io n  type  o f  r e f i n i n g ,
s u lp h u r  c o n te n t  o f  t h e  b y - p ro d u c t s  i s  r e l a t i v e l y  low er  th an  o t h e r
ty p e s  o f  r e f i n i n g .  C o n s id e r in g  th e  h ig h  s u lp h u r  c o n te n t  o f  th e
P e r s i a n  G ulf  c ru d e ,  low s u lp h u r  p r o d u c t s  o f  t h i s  r e f i n e r y  would
have been  un ique  among th e  e x i s t i n g  r e f i n e r i e s  i n  th e  a r e a .
d
The r e f i n e r y  was d e s ig n e d  t o  o p e r a t e  on th e  h e a v i e s t  g r a v i t y  
c rude  (Eocene 18° A P I) ,  and th e  l i g h t e s t  g r a v i t y  c ru d e  (Kuwait 
31 .5 ^  A P I) .  The c o n t r a c t  f o r m a l i z in g  th e  work was s ig n e d  w i th  th e  
M iddle  E a s t  F lu o r  i n  November 1965, and th e  c o n s t r u c t i o n  o f  th e  
r e f i n e r y  ended i n  1968.
S hua iba  r e f i n e r y  p ro v id e d  KNPC w i th  a b a s e  f o r  e x p a n s io n .
But t h e  c o n s t r u c t i o n  o f  th e  r e f i n e r y  r a n  i n t o  d i f f i c u l t  t e c h n i c a l  
p ro b le m s ,  and th e  o p e r a t i o n  o f  th e  r e f i n e r y  was c o n s id e r a b l y
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d e la y e d .  The r e f i n e r y  was to  be com pleted  by 1967, b u t  d u r in g
1966 t h e r e  were some d e la y s  i n  d e l i v e r y  o f  r e f i n e r y  equ ipm ent and
m a t e r i a l ,  and i t  was r e p o r t e d  t h a t  by O c tober  1967, th e  r e f i n e r y
would be m e c h a n ic a l ly  c o m p l e t e . ^  The d e a d l in e  was n o t  m et,
p a r t l y  due to  s h ip p in g  prob lem s which a ro s e  a f t e r  th e  A rab-
I s r a e l i  war o f  Ju n e  1967. By th e  end o f  1967, th e  Isomax r e a c t o r ,  ps
w hich was c r u c i a l  to  th e  f i n a l  c o m p le t io n  o f  th e  r e f i n e r y ,  was
12s t i l l  m  th e  p r o c e s s  o f  assem b ly . th e  end o f  1968, the
c o n s t r u c t i o n  o f  th e  KNPC's Shuaiba  r e f i n e r y  was f i n i s h e d ,  w i th
th e  e x c e p t io n  o f  th e  Isomax u n i t ,  s u lp h u r  p l a n t  and th e  H - o i l
u n i t ,  and c ru d e  o i l  th ro u g h p u t  re a c h e d  55 ,157  b a r r e l s  p e r  day i n
December 1968. The Isomax u n i t  and s u lp h u r  p l a n t  were p u t  on
s t r e a m  by J u ly  1969, b u t  th e  H - o i l  u n i t  rem ained  a n o n -c o n t in u o u s
o p e r a t i n g  u n i t .  The a v e ra g e  th ro u g h p u t  i n  December 1969 re a c h e d
1390 ,450  b a r r e l s  p e r  day. I t  was n o t  u n t i l  th e  f o u r t h  q u a r t e r  o f  
1971 t h a t  a l l  th e  u n i t s  were o p e r a t i n g  s u c c e s s f u l l y  a f t e r  a p e r i o d  
o f  d i f f i c u l t y  -  1968-1971 -  fo l lo w in g  th e  i n i t i a l  s t a r t  o f  the  
S hua iba  r e f i n e r y .  In  t h i s  y e a r  th e  a v e rag e  y e a r l y  c ru d e  th ro u g h ­
p u t  re a c h e d  103,974 b a r r e l s  p e r  day. T a b le s  on th e  f o l l o w in g  page 
show th e  y e a r l y  av e ra g e  c rude  o i l  th ro u g h p u t  o f  KNPC, and a l s o  th e  
q u a n i t i t e s  o f  m a jo r  p r o d u c t s  p roduced  a t  th e  Shua iba  r e f i n e r y .
While S hua iba  r e f i n e r y  was coming on s t r e a m ,  KNPC s t a r t e d  
a  v ig o ro u s  campaign to  p r o v id e  ad e q u a te  m ark e ts  f o r  th e  p r o d u c ts  
o f  th e  r e f i n e r y .  In  1966, th e  i n t e r n a t i o n a l  m a rk e t in g  d e p a r tm e n t  
opened i t s  o f f i c e s  in  London. S i m i l a r l y ,  KNPC's s u b s i d i a r y  company
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was formed i n  Copenhagen to  o p e r a t e  a t e r m in a l  t h e r e  and h a n d le  
r e t a i l  s a l e s  to  c u s to m e rs .  F u e l  o i l  and k e ro s e n e  s t o r a g e  
f a c i l i t i e s  were b o u g h t  i n  Copenhagen, h u t  t h e  c o n t in u o u s  c l o s u r e  
o f  th e  Suez Canal f o r c e d  th e  company to  s e l l  t h e s e  f a c i l i t i e s  and 
l i q u i d a t e  KNPC Denmark i n  1 9 7 0 . ^  By 1971, t h e  v a l u e  o f  e x p o r t  
o f  p e t r o le u m  p r o d u c t s  by KNPC to  d i f f e r e n t  c o u n t r i e s  amounted to  
a p p ro x im a te ly  4 .4  m i l l i o n  t o n s .
But i t  was from  1972 t h a t  t h e  e x p o r t s  o f  p r o d u c t s  by KNPC 
p ic k e d  up ,  m a in ly  f o r  two r e a s o n s .  F i r s t ,  t h e  t e c h n i c a l  p roblem s 
a t  Shua iba  r e f i n e r y  w ere  ove r  and th e  r e f i n e r y  co u ld  p ro d u ce  
r e l a t i v e l y  low p o l l u t e n t  p e tro le u m  p r o d u c t s .  Such p r o d u c t s  were 
much i n  demand b e c a u s e  o f  governm ent r e s t r i c t i o n s  a g a i n s t  
e n v iro n m e n ta l  p o l l u t i o n ,  e s p e c i a l l y  i n  t h e  USA and J a p a n .  Second, 
KNPCTs m a rk e t in g  a c t i v i t i e s  were i n f lu e n c e d  by th e  deve lopm en ts  
i n  t h e  o i l  i n d u s t r y  d u r in g  1972. D uring  t h i s  p e r i o d  t h e  U n i te d  
S t a t e s  became i n c r e a s i n g l y  d e p e n d e n t-o n  im p o r ts  o f  p e t ro le u m  
p r o d u c t s .  As t h e  s h o r t a g e  o f  p e t ro le u m  p r o d u c t s  c o n t in u e d  to  grow on 
th e  e a s t  c o a s t  o f  th e  USA, t h e  governm ent t e m p o r a r i l y  r e l a x e d  i t s  
im port  r e s t r i c t i o n s  on d i s t i l l a t e s .  T h is  c o n t r i b u t e d  to  KNPC's 
i n c r e a s i n g  s a l e s  o f  lo w - s u lp h u r ic  f u e l s  to  th e  e a s t  c o a s t  o f  th e  
U n i ted  S t a t e s .  D uring  1972, KNPC s o ld  some 7 .2  m i l l i o n  to n s  o f  
p e t ro le u m  p r o d u c t s ,w h ic h  was an  i n c r e a s e  o f  n e a r l y  64 p e r  c e n t  
ove r  t h e  p r e c e d in g  y e a r s .  T h is  f i g u r e  in c lu d e d  th e  p r o d u c t s  from 
th e  Shua iba  r e f i n e r y ,  a s  w e l l  a s  p u rc h a s e s  and e x c h a n g e s . ^
In  1973, th e  Kuwait N a t io n a l  P e t ro le u m  Company s o ld  more th a n  
7 m i l l i o n  to n s  of  v a r i o u s  p r o d u c t s  i n  th e  w o r ld  m a r k e t s .  N e a r ly  
5 ,8  m i l l i o n  to n s  w ere  e x p o r te d  from  th e  Shuaiba  r e f i n e r y  and 300,000
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'.TABLE X II . 4
Q u a n t i t i e s  o f  Major P ro d u c ts  p roduced  
; a t  th e  Shuaiba  R e f in e ry
-P roduc ts 1976o P e r  c e n t  
;of t o t a l
1975 Per  c e n t  
o f  t o t a l
1974 P e r  c e n t  
of  t o t a l
F u e l  o i l .2 ,9 9 0 ,5 0 0 3 6 .8 1 ,826 ,500 29 .9 2 ,1 7 2 ,1 0 0 3 7 .6
-D iese l  o i l 3 ,1 5 1 ,8 0 0 3 8 .8 2 ,3 9 7 ,6 0 0 3 9 .3 1 ,5 8 7 ,1 0 0 27.4
INaphtha 1 ,104 ,400 13.6 999,500 16 .4 1 ,0 3 7 ,1 0 0 17.9
iKerosene -463,200 5 .7 611,900 1 0 . 0 761,100 13.2
^Gasolene -418,000 5 .1 268,300 4 .4 225,000 3 .9
'.TQTAL .8 ,1 2 7 ,9 0 0 1 0 0 . 0 6 ,1 0 3 ,8 0 0 1 0 0 . 0 5 ,7 8 2 ,3 0 0 1 0 0 . 0
bSour.ce: Kuwait .N a t io n a l  P e t ro le u m  Company Annual R e p o r ts  1974,
31975 Land 1976.
'.'TABLE X I I I . 5 
CCrude O i l  th ro u g h p u t  of KNPC
t-
'.Year .M i l l i o n  B a r r e l s
1b a r r e l s  p e r  day
11968 310.2 39,880
31969 3.23; 5 64,520
-1970 333.7 92,290
31971 337 i 9 103,970
31972 42.1 115,070
31973 - 46 .0 126,104
31974 -43^9 120,310
31975 ■ 47.1 129,064
31976 <64.5 176,615
S o u r c e ;  Kuwait N a t io n a l  P e t ro le u m  Company Annual R e p o r ts  1968-1976.
2 8 3
to n s  o f  p r o d u c t s  were p r o c e s s e d  a t  KOC r e f i n e r y .  The b a l a n c e ,  
which was a b o u t  one m i l l i o n  to n s  o f  o i l  p r o d u c t s ,  was p u rc h a s e d  
from  f o r e i g n  s u p p l i e r s  and r e s o l d .  T h is  a s p e c t  o f  KNPC’ s 
o p e r a t i o n  was u n iq u e  among n a t i o n a l  companies o f  t h e  M idd le  
E a s t  a t  th e  t im e .  The e x t e n t  to  which KNPC was in v o lv e d  in  
m a rk e t in g  p e t r o le u m  p r o d u c t s  a round th e  w o r ld  was n o t  m atched  by 
NIOC o r  P e t ro m in .  In  t h i s  y e a r  KNPC took  o v e r  th e  b u n k e r in g  
f a c i l i t i e s  o f  KOC to  su p p ly  a l l  v e s s e l s  w i th  bunker  f u e l . ^
T o t a l  s a l e s  o f  KNPC i n t o  t h e  w orld  m a rk e ts  i n  1974 was 
re d u c e d  by n e a r l y  12 p e r  c e n t  compared to  t h e  p r e c e d in g  y e a r .
The d rop  i n  s a l e s  was due to  r e c e s s i o n  and th e  p r o d u c t  c o n s e r v a t i o n  
m easu res  i n  t h e  OECD c o u n t r i e s .  I n  May 1974, KNPC’ s b u n k e r in g  
t e r m in a l  i n  Ad,en, t h e  Yemen Kuwait T erm ina l  Company, began  i t s  
o p e r a t i o n s .  I n  1975, d e s p i t e  t h e  f u r t h e r  f a l l  i n  consum ption  o f  
p e t ro le u m  p r o d u c t s  i n  t h e  m ajo r  i n d u s t r i a l  c o u n t r i e s ,  t h e  t o t a l  
s a l e s  o f  i n t e r n a t i o n a l  m a rk e t in g  of  KNPC was i n c r e a s e d  by 12 p e r  
c e n t .  T h is  was m a in ly  due to  t h e  f a c t  t h a t  to w ard s  t h e  end o f
tt
t h e  y e a r  KNPC to o k  o v e r  r e s p o n s i b i l i t y  f o r  s a l e s  o f  r e f i n e d  
p r o d u c t s  p r o c e s s e d  a t  th e  Ahmadi r e f i n e r y .  T h is  r e f i n e r y ,  which 
as  m en t io n e d  e a r l i e r ,  b e lo n g e d  to  th e  Kuwait O il  Company, and 
a c c o r d in g  to  t h e  p a r t i c i p a t i o n  a g re e m e n t ,  t h e  governm ent was 
e n t i t l e d  to  p a r t  o f  i t s  o u t p u t .
By 1976 KNPC was r e s p o n s i b l e  f o r  p r o d u c t i o n  th ro u g h o u t  th e  
Ahmadi r e f i n e r y .  T h i s ,  p l u s  a 35 p e r  c e n t  i n c r e a s e  i n  th e  o u tp u t  
o f  t h e  Shuaiba  r e f i n e r y  and a l a r g e r  amount o f  p r o d u c t s  p u rc h a se d  
from  f o r e i g n  s u p p l i e r s  f o r  r e s a l e ,  made th e  KNPC's i n t e r n a t i o n a l  
s a l e s  i n  1976 n e a r l y  tw ic e  as much as  i n  1975. The f o l lo w in g
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t a b l e  shows t h e  s a l e s  o f  p e tro le u m  p r o d u c ts  by th e  i n t e r n a t i o n a l  
m a r k e t in g  o f  KNPC be tw een  1974 and 1976.
TABLE X I I I . 6
KNPC's S a le s  o f  P e t ro le u m  P ro d u c ts  i n  th e  World M arket
th o u san d  m e t r i c  to n s  
1974 1975 . 1976
S a l e s  from  Shuaiba. r e f i n e r y  5 ,398 .1  5 ,5 8 2 .1  7 ,5 4 8 .0
S a l e s  from  Ahmadi r e f i n e r y  713 ,2  1 ,1 5 6 .9  5 ,2 3 3 .6
P u r c h a s e  f o r  r e s a l e  from  89 .3  202 .3  757 .9
f o r e i g n  s u p p l i e r s  ________  ________
TOTAL 6,2.00.6 6 ,9 4 1 .3  1 3 ,539 .5
S o u rc e :  K uw ait N a t io n a l  P e tro le u m  Company Annual R e p o r t s ,
1974, 1975 and 1976
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F i n a n c i a l  A s p e c ts  o f  t h e  Kuwait N a t io n a l  P e t ro le u m  Company
The Kuwait N a t io n a l  P e t ro le u m  Company was e s t a b l i s h e d i n  
1960 w i t h  a c a p i t a l  o f  KD,7 ,5 0 0 ,0 0 0  ($21 m i l l i o n )  d iv id e d  i n t o  
1 ,0 0 0 ,0 0 0  s h a r e s  a t  a f a c e  v a lu e  o f  KD.7,500 f o r  each  s h a r e .
I n  1967, i n  a c c o rd a n c e  w i th  r e s o l u t i o n s  p a s se d  a t  t h e  s h a r e ­
h o l d e r s  m e e t in g ,  th e  i s s u e d  s h a re  c a p i t a l  o f  t h e  company was 
i n c r e a s e d  by 1 ,0 0 0 ,0 0 0  s h a r e s ,  o f  w hich 500 ,000  s h a r e s  were 
i s s u e d  by th e  company as  f u l l y  p a id  by th e  c a p i t a l i z a t i o n  o f
t h e  r e s e r v e s ,  and th e  re m a in in g  500 ,000  s h a r e s  were i s s u e d  f o r
17c a sh  a t  a  f a c e  v a lu e  o f  KD.7,500 p e r  s h a r e .  The e a r l y
a c t i v i t i e s  o f  KNPC were f in a n c e d  from  two m ain  s o u r c e s ,
i n t e r n a l l y  g e n e r a te d  c a p i t a l  w hich a r o s e  from  p r o f i t a b l e
d i s t r i b u t i o n  of p e tro le u m  p r o d u c t s  i n  K uw ait ,  and lo a n s  from
18th e  governm ent and f o r e i g n  b a n k s .  The f o l lo w in g  T a b le  
shows th e  grow th  o f  f i x e d  d e p o s i t s  o u t  o f  i n t e r n a l l y  g e n e r a te d  
o p e r a t i o n s .
TABLE'XIII.7
F ix e d  D e p o s i t s  o u t  o f  
I n t e r n a l l y  G ene ra ted  O p e ra t io n s
K uw ait i  
Year D in a r
E q u iv a le n t  
i n  US$ P e r  c e n t  change
1962
1961
1965
1963
1964 11.20
12.7
2. 2
4 .7
6 .3
6 . 2
13.2
17.5 
3 1 ,4
35 .6
213
113
133
179
S o u r c e : The Expanding R ole  o f  KNPC 
(KNPC P u b l i c a t i o n ) ,  p . 62.
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The second main so u rc e  o f  funds  to  ICNPC, a s  m en t io n e d ,
was t h e  governm ent o f  Kuwait and lo a n s  from f o r e i g n  b a n k s .
The lo a n s  g r a n te d  to  KNPC, o r  ag re e d  on i n  p r i n c i p l e ,  be tw een
1961-65, amounted to  $127.5  m i l l i o n ,  w hich in c lu d e d  $70 m i l l i o n
from  t h e  governm ent o f  K uw ait, $50 m i l l i o n  from  E x p o r t - Im p o r t
Banks o f  W ash ing ton , D .C . ,  and $7 ,5  m i l l i o n  from  Chase M anhattan  
1 9Bank. Between 1961 and 1967 more th a n  80 p e r  c e n t  o f  t h e  n e t  p r o f i t
o f  KNPC was a t t r i b u t e d  to  th e  do m es t ic  m a rk e t in g  o p e r a t i o n s  w hich  
were m a in ly  s a l e s  o f  p e tro le u m  p r o d u c ts  i n  K uw ait .  The T a b le  
below shows th e  d e t a i l s  o f  th e  n e t  p r o f i t  f o r  t h e  y e a r s  1961-63.
TABLE X I I I . 8
D i s t r i b u t i o n  o f  KNPC's 
Net P r o f i t s ,  1961-67
1961
...............  (7 m onths)
1962c 1963 1964
Thousand
1965
Kuwait
1966
D ina r
1967
M a rk e t in g
O p e ra t io n s
7 8 9 .2  1,5 8 6 .9 2 ,0 6 7 .2 2 ,3 8 2 .9 2 ,5 6 2 .7 3 ,1 3 5 .5 2 ,3 8 6 .0
Crude S a le s - - - ~ ■1 2 ; 1 - r*»
I n t e r e s t
R ece ived
and
R e c e iv a b le 42 .4 158.7 224 .9 43 7 .2 997.3 837.1 377 .4
D iv id en d s  
R e c e iv a b le  
from  a 
S u b s id ia r y 24 .5 35 .5 61,1 166.4 184.0
S u n d r ie s - - 1 . 0 3 ,2 5.1 4 ,8 5 .9
TOTAL . .831 .6  .1 ,7 4 5 ,6 2 ,3 1 7 .6 2 ,8 5 8 .8 3 ,6 3 8 .3 4 ,1 4 3 .8 2 ,9 5 3 .3
So u r c e i KNPC Annual R e p o r t  1967, p . 21.
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N et p r o f i t s  o f  KNPC f o r  th e  f i r s t  t im e  i n  t h e  s i x  y e a r s  o f
o p e r a t i o n s  o f  t h e  company dropped  i n  1967. T h is  d e c r e a s e  was
a t t r i b u t e d  to  t h e  i n c r e a s e  i n  t h e  c o s t  o f  p e t r o le u m  p r o d u c t s  f o r
th e  y e a r s s  1964-67 i n  com pliance  w i th  th e  p r o v i s i o n s  o f  th e
S upp lem en ta l  (E xpensing  o f  R o y a l t i e s )  Agreement o f  1966 and th e
income t a x  amending Law No . 8 o f  1967. I t  m ust be  n o te d  t h a t
KNPC b o ugh t  m ost o f  i t s  s u p p l i e s  o f  p e t r o le u m  p r o d u c t s  from  Kuwait
O i l  Company and th e  i n c r e a s e  i n  t h e  c o s t  o f  c ru d e  to  KOC was p a s s e d
t o  KNPC i n  t h e  form  o f  h i g h e r  p r i c e s  f o r  p e t r o l e u m  p r o d u c t s .  I n
t h i s  y e a r  th e  Board o f  D i r e c t o r s  approved  a d o n a t io n  o f  IC.D. 100,000
20tow ards  th e  Arab w ar e f f o r t  a g a i n s t  I s r a e l .
The p rob lem s a s s o c i a t e d  w i th  th e  c o n s t r u c t i o n  o f  th e  Shua iba
r e f i n e r y  and th e  i n a b i l i t y  o f  t h e  company to  r a i s e  t h e  p r i c e  o f
p e t r o le u m  p r o d u c t s  i n  K uw ait ,  w hich  i s  d e te rm in e d  by th e  governm en t,
l e d  t o  c o n s id e r a b l e  f i n a n c i a l  l o s s e s  i n  1969. D ur ing  1968-69 no
d iv id e n d s  w ere  p a id  to  t h e  s h a r e h o l d e r s ,  and s i m i l a r l y  no f e e s  w ere
p a i d  t o  t h e  d i r e c t o r s .  I n  1970, t h e  f i n a n c i a l  p o s i t i o n  o f  th e
company was s u b s t a n t i a l l y  improved m ain ly  due to  i n c r e a s e d  m arg in s  o f
p r o f i t  o b t a in e d  th ro u g h  s a l e s  o f  a v i a t i o n  f u e l s .  A g a in ,  no d iv id e n d s
21w ere  p a id  to  s h a r e h o l d e r s .  Between 1971 and 1973, KNPC a c h ie v e d  
a  s u b s t a n t i a l  improvement i n  i t s  f i n a n c i a l  p o s i t i o n .  The n e t  
p r o f i t s  o f  th e  company from  K .D .1 .2  m i l l i o n  i n  1971 to  K.D.2 m i l l i o n  
i n  1972, and KD.26.1 m i l l i o n  i n  1973. The e x t r a o r d i n a r y  
p e rfo rm a n c e  o f  th e  company i n  1973 was m a in ly  due to  th e  a c u te  
o i l  s h o r t a g e  a f t e r  t h e  o i l  c u t  back  i n  t h e  Arab c o u n t r i e s ,
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s e t t l e m e n t  be tw een  th e  company and i t s  s u p p l i e r s  o f  c rude
(KOC) r e g a r d in g  th e  p r o d u c t  d e l i v e r e d  d u r in g  1968-72, and
22t h e  i n c r e a s e  m  p e t ro le u m  p r o d u c t s  m  K uw ait,  The i n t e r ­
n a t i o n a l  m a rk e t in g  o f  KNPC, which s t a r t e d  i t s  o p e r a t i o n s  i n  
1968, r e c o r d e d  n e t  p r o f i t s  o f  n e a r l y  KD.16 m i l l i o n  i n  1973, 
KNPCTs n e t  p r o f i t s  d e c re a s e d  i n  1974, T h is  was m ain ly  
due to  th e  d e c l i n e  i n  r e f i n e d  p r o d u c t  p r i c e s  tow ards  th e  
end  o f  1974, b u t  p r o f i t s  were h ig h  b o th  i n  i n t e r n a t i o n a l  and 
d o m es t ic  m a r k e ts .  1974 was th e  l a s t  y e a r  when th e  Kuwait 
N a t io n a l  P e t ro le u m  Company o p e r a t e d  as a m ix tu re  o f  th e  p u b l i c  
and p r i v a t e  i n t e r e s t s .  The r e a s o n s  and e f f e c t  o f  governm ent 
a c q u i s i t i o n  o f  p r i v a t e  i n t e r e s t  i n  KNPC w i l l  be  d i s c u s s e d  i n  
th e  n e x t  c h a p t e r .  The f o l lo w in g  T ab les  show KNPC's n e t  
p r o f i t s  and l o s s e s  be tw een  1961-76 and p r o f i t s  a t t r i b u t e d  to  
d o m e s t ic  and i n t e r n a t i o n a l  o p e r a t io n s  o f  th e  company be tw een  
1972-76.
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TABLE X I I I . 9
Kuwait N a t io n a l  P e t ro le u m  Company 
N et P r o f i t s  and L osses  1961—76
Year N et p r o f i t  f o r*  
th e  y e a r
m „ M i l l i o n  Kuwait D ina r  T o ta l  S a le s
1961 0.83** 2 . 1*
1962 1.75 3.9
1963 2 .32 4 .7
1964 2 . 8 6 4 .6
1965 3 .64 4 .9
1966 4 .14 5 .8
1967 2 .95 6 , 6
1968 (4 .8 1 ) 6 . 8
1969 (3 ,8 1 ) 26 .0
1970 0 .4 7 38 .2
1971 1.23 50 .2
1972 2 . 0 1 5 4 .4
1973 26 .10 87.1
1974 25.02 183.1
1975 1 0 . 1 2 193.8
1976 7 .98 399.5
* N et p r o f i t  i n c lu d e s  i n t e r e s t ,  d iv id e n d ,  exchange and 
o t h e r  income
** KNPC o p e r a t e d  m a rk e t in g  f a c i l i t i e s  f o r  7 months d u r in g  
1961 (June-Decem ber)
S ource :  KNPC Annual R e p o r ts  1961-76.
TABLE X I I I . 10
Kuwait N a t io n a l  P e t ro le u m  Company 
S a le s  and Net P r o f i t s  1961-76
Dom estic  O p e ra t io n s
M i l l i o n  Kuwait. D in a r  
' I n t e r n a t i o n a l  O p e ra t io n s
Year S a le s  Net
P r o f i t
N et P r o f i t  
a s  % of  
th e  S a le s
S a le s Net
P r o f i t
Net P r o f i t  
a s  % of 
th e  S a le s
1972 11. 1  na - 43 na
1973 13.7 8 .5 6 2 .0 73 16 21 .9
1974 16 7 .7 48.1 167 15 9 .0
1975 17 4 .9 18.8 176 ( 2 .4 )* -
1976 20 2 .7 13.5 379 2 0 .5
* Taking  i n t o  a c co u n t  p r e v io u s  y e a r ’ s a d ju s tm e n ts  th e  l o s s  
d ropped  to  a p p ro x im a te ly  KD.88,000.
S ou rce :  Kuwait N a t io n a l  P e tro le u m  Company Annual R e p o r ts  1972-76.
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CHAPTER XIV
TAKE-OVER OF THE PRIVATE SHARES OF KNPC BY THE GOVERNMENT:
GHA'NGES THE ROLE OF THE COMPANY ARP ITS PRESENT POLICIES
In  th e  p r e v io u s  c h a p te r  we d i s c u s s e d  th e  a c t i v i t i e s  o f  
th e  Kuwait N a t io n a l  P e t ro le u m  Company o v e r  i t s  s i x t e e n  y e a r s  o f  
o p e r a t i o n  i n  Kuwait and w or ldw ide . KNPC was th e  f i r s t  n a t i o n a l  
o i l  company i n  th e  M iddle E a s t  and N orth  A f r i c a  t o  e s t a b l i s h  a 
n a t i o n a l l y  owned e x p o r t  o r i e n t e d  r e f i n e r y .  The r e f i n e r y  came on 
s t r e a m  i n  1968, b u t  i n  th e  f i r s t  few y e a r s  o f  i t s  i n t e r n a t i o n a l  
o p e r a t i o n s  th e  company r e g i s t e r e d  s u b s t a n t i a l  l o s s e s  i n  t h i s  
s e c t o r .  These l o s s e s  were com pensated  f o r  m o s t ly  from  th e  p r o f i t s  
a t t r i b u t e d  to  do m es t ic  a c t i v i t i e s  o f  KNPC, By th e  end o f  1974 
b o th  th e  i n t e r n a t i o n a l  m a rk e t in g  o p e r a t io n s  and  th e  d o m e s t ic  ones 
r e g i s t e r e d  c o n s id e r a b l e  p r o f i t s ,  and i t  looked  as  i f  th e  f i n a n c i a l  
prob lem s o f  th e  company were o v e r  and KNPC seemed to  be h e a d in g  f o r  a 
p e r i o d  o f  s u s t a i n e d  p r o f i t a b l e  grow th . But i n  1975 th e  governm ent 
o f  Kuwait took  o v e r  th e  p r i v a t e  s h a re  h o ld in g  o f  th e  company and 
th e  Kuwait N a t io n a l  P e t ro le u m  Company became a w h o l ly  s ta te -o w n e d  
s h a r e - h o ld i n g  company s i m i l a r  to  o t h e r  n a t i o n a l  o i l  companies in  
th e  M iddle  E a s t .  I n  t h i s  c h a p te r  th e  r e a s o n s  b e h in d  t h i s  
governm ent t a k e - o v e r  and i t s  l i k e l y  e f f e c t s  a r e  d i s c u s s e d .
Why th e  Government d e c id e d  to  ta k e  ove r  th e  P r i v a t e  S e c to r  
Share  h o ld in g  i n  KNPC
By 1975 s e v e r a l  changes had  ta k e n  p l a c e  b o th  i n  th e  w orld  
p e t ro le u m  m ark e ts  and i n  the  o i l  i n d u s t r y  i n  th e  M iddle E a s t  (see  
C h a p te r  3 , P a r t  1 ) .  The i s s u e  o f  p a r t i c i p a t i o n  was s c r a p p e d ,  and
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Kuwait d e c id e d  on a 100 p e r  c e n t  t a k e - o v e r  o f  o i l  o p e r a t i o n  i n  
i t s  t e r r i t o r y . b y  a c q u i r in g  th e  rem a in in g  40 p e r  c e n t  e q u i t y  h e ld  
by B r i t i s h  P e t ro le u m  and G ulf O i l  i n  th e  Kuwait O i l  Company, The 
s t r u c t u r e  o f  KOC rem ained  as  i t  was p r i o r  to  t h e  f u l l  ow nersh ip  
by th e  Kuwait governm en t, and th e  o p e r a t i o n  o f  th e  o i l  i n d u s t r y  
i n  th e  c o u n tr y  was n o t  a f f e c t e d  by t h i s  d e c i s i o n .  However, th e  
chang ing  c i r c u m s ta n c e s  w hich  a ro s e  o u t  o f  t h i s  governm ent d e c i s i o n  
c a l l e d  f o r  some a d ju s tm e n ts  i n  d i f f e r e n t ,  a s p e c t s  o f  th e  o i l  
b u s in e s s  i n  K uw ait .
One f a c t o r  w hich  f a c i l i t a t e d  th e  com ple te  t a k e - o v e r  o f  th e  
Kuwait O i l  Company by th e  Kuwait government was th e  f a c t  t h a t  th e  
Kuwait o i l  i n d u s t r y  i s  s t a b l e .  The o i l  f i e l d s  a r e  e s t a b l i s h e d
and e a sy  t o  p ro d u c e ,  t h e r e  a r e  no r i s k y  and e x p e n s iv e  e x p l o r a t i o n  
t o  be done, and even th e  f a c i l i t i e s  f o r  ; s e c o n d a ry  r e c o v e ry  a r e  
m o s t ly  i n s t a l l e d .  So th e  need  f o r  l i n k s  w i th  th e  fo rm er  
c o n c e s s i o n a i r e s  f o r  t e c h n i c a l  and m a n a g e r ia l  s e r v i c e s  th ro u g h  
s p e c i a l  s e r v i c e  c o n t r a c t s  was n o t  an e s s e n t i a l  i s s u e .  F u r th e rm o re ,  
o u t  o f  th e  2 ,900  w o r k - fo r c e  o f  KOC, 90 p e r  c e n t  w ere  Arabs w i th  
o n ly  140 W este rn  em p loyees ,  some o f  whom c o u ld  b e  r e ta in e d ^  i f  
n e c e s s a ry ,  on a d i r e c t  b a s i s . *
The Kuwait N a t io n a l  P e tro le u m  Company was n o t  in v o lv e d  in
t h e s e  n e g o t i a t i o n s ,  which w ere  conduc ted  a t  m i n i s t e r i a l  l e v e l  w i th
th e  fo rm er  c o n c e s s i o n a i r e s .  KNPC’ s i n t e r n a t i o n a l  o p e r a t i o n s  were
b a s e d  on s e l l i n g  p e t r o le u m  p r o d u c ts  a f t e r  p r o c e s s in g  K uw ait i  c rude
o i l ,  b o u g h t - f ro m  KOC, i n  th e  Shuaiba r e f i n e r y , The r e s p o n s i b i l i t y
f o r  th e  s a l e  o f  c ru d e  o i l  l a y  w i th  th e  o i l  m i n i s t r y ,  which made
i t  c l e a r  t h a t  i t  i n t e n d e d  to  c o n t in u e  t h i s  r o l e  a f t e r  th e  100 p e r
2c e n t  t a k e - o v e r  o f  KOC.
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The K u w a it is  were s u c c e s s f u l  i n  l i n i n g  up 'som e lo n g - te rm  
b u y e rs  f o r  th e  s t a t e  c ru d e .  By June  1975* K u w a it -h a d - s ig n e d  
n in e  t h i r d - p a r t y  c u s to m e rs ,  which d i v e r s i f i e d - i t s  c ru d e  s a l e s
c o n s id e r a b l y  away- from  t r a d i t i o n a l  c o n c e s s i o n a i r e  - o u t l e t s , namely. 
B r i t i s h  P e tro le u m "an d  G u l f - O i l ;  The n in e  cu s to m e rs  were Royal 
D u t c h /S h e l l ,  Exxon, I d e m i ts u  o f  J a p a n ,  P e t r o b r a s  o f  B r a z i l , th e  
P h i l i p p i n e  N a t i o n a l 'O i l  Company (PNOC), th e  C h inese  P e t ro le u m  
C o r p o r a t io n  (CPC) o f 'T a iw a n ,  S o c ie ta -  I t a l i a n s 1R e s in e  (SIR) o f  ' I t a l y ,  
th e  Romanian governm ent and M aruzeh o f1 J a p a n .  These  c o n t r a c t s -  
a c c o u n te d  f o r  n e a r l y  4 3 5 , 0 0 0  b a r r e l s '  p e r  day o f : c ru d e  o i l  by 
May 1 975 .3
These th i r d "  p a r t y  s a l e s  t o g e t h e r  w i th  the ' l i f t i n g  by BP- and 
G ulf  a c c o u n te d  f o r  moat' of- the" Kuwait- o i l-  p r o d u c t i o n .  At th e  t im e  
n e a r l y  225 ,000  b / d  w ere  pro 'ces 'sed i n  Kuwait- -  150,-000 b / d  ah- 
S h u a ib a  r e f i n e r y ,  dhd 75 ,000  b / d  a t  th e  KOC- r e f i n e r y . -  Thus 
th e  2 m i l l i o n  b / d  Of Kuwait p r o d u c t io n  was u sed  b"y t h r e e  d i f f e r e n t  
g roups *- 1 .4  m i l l i o n  l i /d  to  BP and G u l f ,1 450,-600 b / d  to  t h i r d  
p a r t i e s ,  and 225 ,000  b / d  to  th e  r e f i n e r i e s  i n  Kuwait.-
As th e  Kuwait gov e rn m en t’ s e f f e c t i v e  co 'h trO l Over i t s  o i l  
i n d u s t r y  was growing i n  1974. and 1975,- th e  heed  f o r  an 
o r g a n i z a t i o n ,  a p a r t  from  th e  o i l  m i n i s t r y j  to  t a k e  ch a rg e  o f  
governm ent i n t e r e s t s  i n  th e  o i l  and gaS o p e r a t io n s *  was i n c r e a s e d .
On 1s t  August i 974; th e  Kuwait O i l ,  Gas and Energy  C o r p o r a t io n  (K0GEC) 
Was s e t  up to  ta k e  Over a l l  r e s p o n s i b i l i t y  f o r  th e  o i l  and gas 
s e c t o r ,  p lu s  o i l  and gas b a s e d  i n d u s t r i e s ;  But t h i s  new 
o r g a n i z a t i o n  was n o t j  by  1975, i n  a p o s i t i o n  to  be r e s p o n s i b l e  f o r  a l l  
a c t i v i t i e s  i n  v iew  o f  th e  r a p i d  t a k e - o v e r  o f  KOC hy  t h e  governm en t.
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What was needed  was a n a t i o n a l  o i l  company as  an  o p e r a t i n g  arm 
f o r  th e  a p p l i c a t i o n  o f  th e  o i l  p o l i c y  ad o p te d  by th e  governm ent. 
KNPC was th e  o n ly  o r g a n i z a t i o n  c a p a b le  o f  f i l l i n g  t h i s  gap , as  
i t  a l r e a d y  p o s s e s s e d  th e  o r g a n i z a t i o n a l  framework and th e  
n e c e s s a r y  manpower. The o n ly  p rob lem  i n  u t i l i z i n g  t h i s  company 
j.n t h e  same way as e v e ry ,  o t h e r  governm ent i n  th e  M iddle  E a s t  
was t h e  e x i s t e n c e  o f  p r i v a t e  i n t e r e s t s  i n  th e  company.
To expand th e  r o l e  o f  KNPC, th e  governm ent w anted  f u l l  c o n t r o l  
o v e r  t h e  f u t u r e  p o l i c i e s  o f  th e  company. I t  i s  t r u e  t h a t  th e  
Kuwait governm ent h e l d  60 p e r  c e n t  o f  KNPC’ s s h a r e s ,  b u t  t h i s  was 
n o t  c o n s id e r e d  to  be  enough. The governm ent a rg u e d  t h a t  had  i t  
n o t  b e e n  f o r  th e  c o n t in u o u s  f i n a n c i a l  s u p p o r t  o f  t h e  t r e a s u r y  f o r  
KNPC i n  th e  form  o f  l o a n s ,  f i n a n c i a l  a s s i s t a n c e  and a l lo w in g  i t  to  
have  monopoly i n  th e  s a l e s  o f  p e t ro le u m  p r o d u c t s  i n  K uw ait ,  th e  
company c o u ld  n o t  have  re a c h e d  t h a t  f a r .  F u r th e rm o re ,  th e  Kuwait 
governm ent i n  1975 was s t i l l  n e g o t i a t i n g  o v e r  i t s  d e c i s i o n  to  ta k e  
o v e r  t h e  i n t e r e s t  o f  p r i v a t e l y  owned f o r e i g n  i n t e r n a t i o n a l  o i l  
com pan ies ,  and i t  would have  been  i r o n i c  t o  hand  o v e r  a l l  t h e s e  
a c q u i s i t i o n s  to  a company whose f u l l  c o n t r o l  i t  d id  n o t  have .
The a l t e r n a t i v e  would have been  to  c r e a t e  a n o th e r  n a t i o n a l  o i l  
company w h o l ly  owned by th e  governm ent, and make KNPC a p r i v a t e  
company o r  l e a v e  i t  as i t  w as. I t  i s  n o t  c l e a r  from  p u b l i s h e d  
m a t e r i a l  w h e th e r  such  a l t e r n a t i v e s  w ere  c o n s id e r e d ,  b u t  th e  
governm ent o p te d  f o r  th e  t a k e - o v e r  o f  p r i v a t e  s h a re  h o ld in g  in  
KNPC, w hich was p r o b a b ly  th e  e a s i e s t  way o f  e x e r c i s i n g  i t s  f u l l  
c o n t r o l ,  and a l s o  o f  u t i l i z i n g  th e  company f o r  i t s  lo n g - te rm  
o b j e c t i v e s .
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On 6 t h  A p r i l  1975, th e  K uw ait i  C ouncil  o f  M i n i s t e r s  d e c id e d  to  
ta k e  o v e r  t h e  40 p e r  c e n t  p r i v a t e  s e c t o r  s h a re  h o ld in g  i n  th e  
Kuwait N a t io n a l  P e t ro le u m  Company. The s h a r e h o l d e r s  were p a id  
KD.85 p e r  s h a r e ,  which was th e  m arke t  p r i c e  o f  t h e  company's 
s h a r e  a t  th e  t im e ,  p lu s  KD. 2  p e r  s h a re  i n  l i e u  o f  t h e  company’ s 
1974 d iv id e n d s .  A l t o g e t h e r  th e  s h a r e h o ld e r s  r e c e iv e d  
$325 m i l l i o n  (KD.69.6 m i l l i o n )  f o r  t h e i r  800 ,000  s h a r e s .  The 
nom ina l v a lu e  o f  t h e s e  s h a r e s ,  as m en tioned  b e f o r e ,  was KD.7.5 
i n  1961, b u t  t e n  y e a r s  l a t e r  i n  1971, th e  m arke t  p r i c e  o f  KNPC's 
s h a re s  was n e a r l y  KD.17. The company's s h a r e  p r i c e s  jumped 
n e a r l y  t h r e e  t im es  i n  1972, and by 1973 r e a c h e d  i t s  r e c o r d  h ig h  
o f  KD.94.5 T h is  f i g u r e  d e c re a s e d  i n  1974 to  an  a v e ra g e  o f  
KD.78, and r o s e  a g a i n s t  to  KD.85 i n  A p r i l  1975 when th e  governm ent 
t a k e  o v e r  was announced .
T h is  governm ent d e c i s i o n  was r a i s e d  i n  th e  Kuwait N a t io n a l  
A ssem bly, b u t  a  m o tion  to  d i s c u s s  th e  move f a i l e d  to  o b t a i n  a 
m a j o r i t y  v o t e .  Some o f  t h e  d e p u t i e s  a l l e g e d  t h a t  th e  governm ent 
t a k e - o v e r  had  v i o l a t e d  A r t i c l e  18 o f  th e  Kuwait C o n s t i t u t i o n .
T here  w ere  a l s o  some argum ents  c o n c e rn in g  t h e  p r i c e  p e r  s h a re  p a id
g
by th e  governm ent to  th e  fo rm er  s h a r e h o ld e r s  o f  KNPC.
On 6 t h  May 1975, t h e  N a t io n a l  Assembly approved  th e  governm ent
t a k e - o v e r  o f  th e  KNPC p r i v a t e  s h a r e  h o l d in g .  F u r th e rm o re ,  u n d e r
t h i s  law , th e  N a t io n a l  Assembly confirm ed  t h a t  th e  o p e r a t i o n s  o f
KNPC s h o u ld  be c o n t in u e d  on a  comm ercial b a s i s  and i n  a c co rd a n ce
w i th  i t s  s t a t u s  w i th o u t  conform ing  to  th e  s p e c i a l  laws and
. 7r e g u l a t i o n s  p e r t a i n i n g  to  governm ent e s t a b l i s h m e n t s .  So th e
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governm ent t a k e - o v e r  d id  n o t  a f f e c t  th e  s t a t u s  o f  th e  company, 
a l th o u g h  th e  n a t u r e  o f  KNPCTs o p e r a t io n s  and i t s  o b j e c t i v e s  would
c e r t a i n l y  be changed . I t  m ust be n o te d  t h a t  t h i s  governm ent
d e c i s i o n  was b a se d  n e i t h e r  on p o l i t i c a l  m o t i v a t i o n  n o r  r e p r e s e n t e d  
th e  g o v e rn m e n t 's  r e s e n tm e n t  o f  p r i v a t e  e n t e r p r i s e .  K u w a it is  a r e  
famous f o r  t h e i r  m e r c a n t i l e  m e n t a l i t y ,  and as  m en tio n ed  b e f o r e ,  
t h i s  a f f e c t e d  even  th e  f o rm a t io n  o f  KNPC. The d e c i s i o n  to  go 
a g a i n s t  th e  e s t a b l i s h e d  p a t t e r n  i n  K uw ait i  s o c i e t y  r e s u l t e d  
from n e c e s s i t y ,  r a t h e r  th a n  p o l i t i c a l  o r  s o c i a l  c o n v i c t i o n s .
When th e  d e c i s i o n  to  ta k e  o v e r  th e  p r i v a t e  s h a r e  h o ld in g  o f  
th e  Kuwait N a t io n a l  P e t ro le u m  Company was f i n a l i z e d ,  the.
M i n i s t e r  o f  O i l  de fen d ed  i t  i n  a  s p e c i a l  b r o a d c a s t  on K uw aiti  
t e l e v i s i o n .  F o l lo w in g  a r e  th e  main r e a s o n s  f o r  th e  g o v e rn m e n t 's
d e c i s i o n ,  as  s t a t e d  by th e  O i l  M i n i s t e r : ^
1. The s t a t e  h a s  v e ry  r e c e n t l y  a c q u i r e d  f u l l  
ow nersh ip  o f  i t s  o i l  r e s o u r c e s  and must
draw up a c l e a r  p o l i c y  f o r  o i l  and gas
s e c t o r s .
2 .  O i l  h a s  become an e f f e c t i v e  i n s t r u m e n t  in  
c a r r y in g  o u t  th e  s t a t e ' s  f o r e i g n  p o l i c y  and 
th u s  m ust be p l a c e d  c o m p le te ly  unde r  governm ent 
c o n t r o l ,
3! There  i s  a  c o n f l i c t  o f  i n t e r e s t  be tw een  the
p r i v a t e  and th e  p u b l i c  s e c t o r s  -  w i th  th e  fo rm er
s e e k in g  s h o r t - t e r m  f i n a n c i a l  g a in  and th e  l a t t e r
th e  lo n g - te rm  f i n a n c i a l ,  s o c i a l  and economic 
b e n e f i t s .
4 ,  KNPC must embark on new p r o j e c t s  r e q u i r i n g  l a r g e  
c a p i t a l  in v e s tm e n ts  t h a t  would t i e  up th e  
p r i v a t e  s e c t o r ' s  funds f o r  a long  t im e  and put- 
such  funds  a t  r i s k  -  t h i s  b e in g  a b u rd e n  w h ich ,  
i n  t h e  o p in io n  of th e  governm en t, th e  p r i v a t e  
s e c t o r  sh o u ld  n o t  be c a l l e d  upon to  s h o u ld e r .
5 . KNPC has  f a i l e d  to  c r e a t e  th e  n e c e s s a r y  e x p e r t i s e  
and form a new g e n e r a t i o n  o f  t e c h n i c i a n s  w e l l  
v e r s e d  i n  th e  o i l  i n d u s t r y .
297
He p o i n t e d  o u t  t h a t  th e  p r i c e  o f  KD.85 p e r  s h a r e  p a id  to  
th e  s h a r e h o l d e r s  o f  Kuwait N a t io n a l  O i l  Company was f a i r ,  b o th  
i n  r e s p e c t  o f  th e  m arke t v a lu e  o f  t h e  s h a re s  and t h e  company’ s 
t o t a l  a s s e t s .
Government O i l  P o l i c y  and th e  R ole  o f  KNPC
The Kuwait O i l  Gas and Energy C o r p o r a t io n  (KOGEC) came
i n t o  e x i s t e n c e  by d e c re e  o f  th e  R u le r  o f  Kuwait i n  A ugust 1974.
T h is  o r g a n i z a t i o n  was s e t  up a t  th e  t im e  by th e  M i n i s t r y  o f  O i l
and f i n a n c e d  to  t a k e  o v e r  r e s p o n s i b i l i t y  f o r  th e  e n t i r e  o i l  and
gas s e c t o r  -  i n c l u d in g  o i l  and gas b a sed  i n d u s t r i e s  and p r o j e c t s
i n  K uw ait,  But w i th  t h e  s e p a r a t i o n  o f  t h e  M i n i s t r i e s  o f  O i l  and
F in a n c e ,  th e  p r e s c r i b e d  f u n c t i o n s  o f  KOGEC unde r  i t s  c o n s t i t u t i o n
became i n c r e a s i n g l y  d i f f i c u l t  to  c o n t in u e .  A f t e r  th e  e s t a b l i s h m e n t
o f  t h e  s e p a r a t e  o i l  m i n i s t r y ,  i t  was d e c id e d  t h a t  t h e  c r e a t i o n
o f  a  s i n g l e  n a t i o n a l  o i l  company which embodied w i t h i n  one s t r u c t u r e
a l l  th e  e x i s t i n g  o i l  company’ s a c t i v i t i e s ,  was d e s i r a b l e .  The
fram ew ork o f  t h e  Kuwait O i l  Gas and Energy  C o r p o r a t io n  was n o t  in
l i n e  w i th  t h i s  new app roach  i n  r e o r g a n i z a t i o n  o f  t h e  o i l  i n d u s t r y
i n  K uw ait ,  So KOGEC was d i s m a n t l e d  i n  Ju n e  1975, and l a t e r  a
l i q u i d a t i o n  com m ittee  was a p p o in te d  to  l i q u i d a t e  t h e  company’ s
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a s s e t s  and draw up a f i n a l  b a la n c e  s h e e t  o f  t h e  company.
A f t e r  t h e  Kuwait governm ent d e c id e d  n o t  to  p ro c e e d  w i th  th e  
e s t a b l i s h m e n t  o f  t h e  Kuwait O i l  Gas and Energy  C o r p o r a t i o n ,  as 
d i s c u s s e d  b e f o r e ,  th e  members of KOGEC's b o a rd  of d i r e c t o r s  
r e s i g n e d  i n  J u l y  1975. The n e x t  a t te m p t  by th e  governm ent to  
b r i n g  t o g e t h e r  a l l  p u b l i c  o i l  v e n tu r e s  w i t h i n  one fram ew ork, came
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i n  J u l y  1975 w i th  th e  f o rm a t io n  o f  a s u p e r v i s o r y  c o - o r d i n a t i o n  
commi-ttee f o r  o i l  i n d u s t r i e s .  The e i g h t  member com m ittee  was 
headed  by th e  M in i s t e r  o f  O i l ,  and c o n s i s t e d  o f  th e  heads  o f  
th e  Kuwait O i l  Company, t h e  Kuwait N a t io n a l  P e t ro le u m  Company, t h e  
P e t ro c h e m ic a l  I n d u s t r i e s  Company, t h e  N a t io n a l  Gas E x p l o i t a t i o n  
P r o j e c t ,  t h e  U n d e r -S e c r e ta ry  a t  th e  M in i s t r y  o f  O i l ,  and two 
s e n i o r  em ployees from  t h i s  m i n i s t r y .  A r t i c l e  5 o f  t h e  
m i n i s t e r i a l  d e c i s i o n ,  N o .25, 1975, s e t t i n g  up t h i s  body, l i s t s  
t h e  f u n c t i o n s  o f  t h e  com m ittee  as  f o l l o w s : ^
1. Drawing up a p l a n  to  implem ent g e n e r a l  p o l i c y  
f o r  p e t ro le u m  i n d u s t r i e s .
2 . S u p e r v i s io n  o f  companies and p r o j e c t s  r e f e r r e d  
t o  i n  A r t i c l e  2 (c) above i s  im p le m e n ta t io n  of 
t h e  s i d e  p l a n .  ( A r t i c l e  2 (c )  sa y s  t h a t  th e  
chairm en  o f  b o a rd s  o f  d i r e c t o r s  of  companies 
and m anagers o f  p r o j e c t s  whose a c t i v i t i e s  a re  
p r i m a r i l y  b a sed  on p e tro le u m  and g a s ,  to  be 
nom ina ted  by th e  M i n i s t e r  o f  O i l . )
3 .  C o - o r d in a t io n  be tw een  th e  a c t i v i t i e s  o f  th e  
companies and p r o j e c t s  to  a c h ie v e  c o m p le m e n ta r i ty  
i n  th e  n a t i o n a l  p e tro le u m  i n d u s t r i e s .
4 . S tudy  and a n a l y s i s  o f  r e p o r t s  s u b m i t te d  by th e s e  
companies and p r o j e c t s ,  and th e  a d o p t io n  o f  
a p p r o p r i a t e  d e c i s i o n s  and recom m endations in  
t h i s  r e g a r d .
5 . '  U n d e r ta k in g  o f  s t u d i e s  f o r  t h e  deve lopm ent o f  
p e t r o le u m  i n d u s t r i e s  and th e  p r o v i s i o n  o f  r e s e a r c h  
f a c i l i t i e s  and s c i e n t i f i c ,  t e c h n i c a l  and 
m a n a g e r ia l  e x p e r t i s e  f o r  t h e s e  companies and 
p r o j e c t s .
6 . S tudy and p r e p a r a t i o n  o f  n e c e s s a r y  a r ra n g e m e n ts  
to  r e s t r u c t u r e  th e  Kuwait N a t io n a l  P e t ro le u m  
Company w i th  a v iew  to  making KNPC th e  e x e c u t iv e  
arm f o r  th e  M in i s t r y  o f  O i l  i n  th e  f i e l d  o f  
p e t r o le u m  b a sed  i n d u s t r i e s .
So th e  aim o f  th e  governm ent was to  i n t e g r a t e  a l l  o i l  
a c t i v i t i e s  i n t o  a s i n g l e  company w i th  d i f f e r e n t  s e c t o r s ,  such as 
p r o d u c t i o n  o f  c ru d e  o i l ,  r e f i n i n g ,  p e t r o c h e m i c a l s ,  t r a n s p o r t a t i o n
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and m a r k e t in g .  Each s e c t o r  would be run  by an e x e c u t iv e  
com m ittee  whose chairm an  would r e p r e s e n t  i t  on th e  b o a rd  o f  
t h e  u n i f i e d  company, w h i l e  t h e  supreme o i l  c o u n c i l  rem ained  
a s  t h e  h ig h  o i l  p o l i c y  maker i n  th e  c o u n t r y .  To a c h ie v e  t h i s  
aim th e  governm ent to o k  o v e r  th e  p r i v a t e  s h a r e s  i n  t h e  Kuwait 
N a t io n a l  P e t ro le u m  Company and P e t ro c h e m ic a l  I n d u s t r i e s  Company, 
i n  a d d i t i o n  to  f u l l  t a k e  ove r  o f  th e  Kuwait O i l  Com paq from 
B r i t i s h  P e t ro le u m  and Gulf O i l .  KOC was r e - r e g i s t e r e d  as  a 
K u w a it i  s h a re  h o ld in g  company i n  F e b ru a ry  1975, and became 
r e s p o n s i b l e  f o r  c ru d e  o i l  p r o d u c t i o n ,  which was i t s  p r e v io u s  
r o l e .  The governm ent th e n  i n s t r u c t e d  KOC, KNPC and PIC to  
c a r r y  o u t  a j o i n t  s tu d y  on t h e i r  manpower needs  and r e q u i r e m e n ts  
i n  o r d e r  to  ha rm on ize  r e c r u i t m e n t  and t r a i n i n g  p o l i c i e s . * *
KNPCTs r o l e  a s  r e f i n e r  and m a rk e te r  o f  K u w a it i  o i l  b o th  
d o m e s t i c a l l y  and i n t e r n a t i o n a l  was n o t  e x te n d e d  to  c rude  o i l  
p r o d u c t i o n ,  a l th o u g h  i t  was a s s e r t e d  th e  KNPC would e v e n t u a l l y  
become "The e x e c u t iv e  arm o f  t h e  governm ent i n  a l l  o i l  a c t i v i t i e s " .  
T h is  r o l e  was n o t  even em phasized  in  th e  o b j e c t i v e s  o f  th e  Kuwait 
N a t io n a l  P e t ro le u m  Company1s r e c e n t  f i v e - y e a r  p l a n ,  which was 
p u b l i s h e d  i n  i t s  1975 Annual R e p o r t .
I n  1975, th e  p l a n n in g  o r g a n i z a t i o n  o f  KNPC was s t r e n g th e n e d ,
and a  f i v e - y e a r  p l a n  was drawn up f o r  1976-80. T h is  p l a n  was
b a se d  on th e  company’ s new b ro a d  o b j e c t i v e s ,  w h ich  were
12summarized as  f o l l o w s :
1. M a in ta in in g  an e f f e c i e n t  r e f i n i n g  o p e r a t i o n  
i n  Kuwait and p ro d u c in g  a f u l l  r a n g e  o f  h ig h  
q u a l i t y  p r o d u c t s .
2 . S u p p ly in g  th e  Kuwait d o m e s t ic ,  b u n k e r  f u e l  
and a v i a t i o n  m a rk e ts .
3 . D eve lop ing  long  te rm , s e c u r e ,  co m m erc ia l ly  
sound e x p o r t  m ark e ts  f o r  p e t ro le u m  p r o d u c t s .
4 . C a r ry in g  o u t  an e f f e c t i v e  programme f o r  t h e  
t r a i n i n g  and e x e c u t iv e  developm ent o f  K uw ait i  
e m p lo y ees„
5 .  I d e n t i f y i n g  and e v a l u a t i n g  p o t e n t i a l  new 
in v e s tm e n t  p r o j e c t s  and b u s in e s s  o p p o r t u n i t i e s  
i n  t h e  p e t ro le u m  and en e rg y  s e c t o r s .
The above o b j e c t i v e s  r o u g h ly  d e te rm in e  t h e  new r o l e  o f  t h e  
Kuwait N a t io n a l  P e t ro le u m  Company, and as m en t io n e d  b e f o r e ,  does 
n o t  e n v is a g e  a r o l e  f o r  KNPC i n  th e  p r o d u c t io n  o f  c ru d e  o i l .
A no the r  d e c i s i o n  o f  t h e  governm ent w hich a f f e c t e d  th e  
f i n a n c i a l  p o s i t i o n  o f  KNPC c o n s id e r a b l y  came a month a f t e r  th e  
t a k e - o v e r  o f  i t s  p r i v a t e  s h a re  h o ld in g  by th e  s t a t e .  I n  May 1975 
t h e  C o u n c i l  o f  M i n i s t e r s  d e c id e d  to  low er t h e  p r i c e s  o f  r e f i n e d  
p r o d u c t s  on t h e  d o m es t ic  m a rk e t .  The l a s t  I n c r e a s e  i n  t h e  p r i c e
p r o d u c t s  i n  Kuwait had  come i n  August 1972, and th e  C ounc il  of
* • • 13M i n i s t e r s ’ d e c i s i o n  s e t  t h e  p r i c e s  back  to  1972 l e v e l s .  As a
r e s u l t  o f  t h i s  move, th e  n e t  p r o f i t  a t t r i b u t e d  to  d o m e s t ic  s a l e s  
o f  th e  company was red u c e d  by n e a r l y  36 p e r  c e n t ,  a l th o u g h  th e  
a c t u a l  s a l e s  of p r o d u c t s  were i n c r e a s e d  c o n s id e r a b l y  i n  t h i s  
p e r i o d .
On t h e  o t h e r  hand , th e  governm ent t a k e - c v e r  b ro u g h t  ab o u t  
more f i n a n c i a l  a s s i s t a n c e  f o r  KNPC to  expand th e  Shuaiba  r e f i n e r y  
and u t i l i z e  new u n i t s  to  improve th e  q u a l i t y  o f  i t s  p r o d u c t s .
The new p r o d u c t  u p g ra d in g  f a c i l i t i e s  which was i n s t a l l e d  by th e  
F o s t e r  W heeler f i r m ,  in c lu d e d  a 42 ,000  b /d  Chevron i s o - c r a c k i n g
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p r e s s u r e  u n i t  and a vacuum to w e r ,  t o g e t h e r  w i th  a s s o c i a t e d  
equipm ent f o r  p r o c e s s in g  o f  43 ,000  b / d . ^  The p r e s e n t  c a p a c i t y  
a t  Shuaiba  r e f i n e r y  i s  n e a r l y  250 ,000 b /d  a nd , a s  m en tioned  
b e f o r e ,  t h i s  r e f i n e r y  i s  c a p a b le  o f  p ro d u c in g  l e s s  heavy f u e l  o i l  
y i e l d  and h ig h e r  p r o d u c t io n  o f  l i g h t  and m id d le  d i s t i l l a t e s .  The 
new a d d i t i o n s  to  th e  Shuaiba  r e f i n e r y  g iv e s  i t  even  more 
f l e x i b i l i t y  to  m eet m ark e t  demands, as  i t  i s  c a p a b le  of r e d u c in g  
f u e l  o i l  y i e l d  c o n s i d e r a b l y . ^
By 1976 i t  became c l e a r  t h a t  t h e  m erger  o f  KNPC, KOC and 
PIC was f u r t h e r  p o s tp o n e d ,  due to  " c o n s i d e r a b l e  o p p o s i t i o n  i n  
K uw ait i  c i r c l e s " ,  and t h a t  t h e s e  companies would c o n t in u e  to  
o p e r a t e  s e p a r a t e l y  under  o v e r a l l  governm ent s u p e r v i s io n  th ro u g h  
t h e  Supreme P e t ro le u m  C o u n c i l .  I n  J u l y  1976, th e  Supreme P e tro le u m  
C ounc il  en d o rsed  t h e  s t a t u s  quo and a p p o in te d  new b o a rd s  o f  
d i r e c t o r s  f o r  each  company, s e p a r a t e l y ,  from  w i t h i n  t h e  o i l  s e c t o r .  
So KNPC rem ained  r e s p o n s i b l e  f o r  s a l e s  o f  r e f i n e d  p r o d u c t s  i n  
Kuwait and i n t e r n a t i o n a l  m a rk e ts .
M eanw hile , th e  Kuwait O il  Company p u b l i s h e d  i t s  f i r s t  annua l
r e p o r t  a f t e r  t h e  t a k e - o v e r  which showed th e  company’ s r o l e
as  t h e  s o l e  p ro d u c e r  o f  c ru d e  o i l  i n  Kuw ait, a s  w e l l  a s  i t s
r e s p o n s i b i l i t i e s  f o r  gas u t i l i z a t i o n  p r o j e c t s  and f u r t h e r  d r i l l i n g
and developm ent o f  a l l  t h e  o i l  f i e l d s .  The f i r s t  budge t  o f  KOC
was a p p ro x im a te ly  $770 m i l l i o n ,  which came m a in ly  from th e  s t a t e
17su b s id y  a l l o c a t e d  from  t h e  c o u n t r y ’ s g e n e ra l  b u d g e t .  During 
1976, KOC s u p p l i e d  c ru d e  o i l  to  th e  Kuwait N a t io n a l  P e tro le u m  
Company's r e f i n e r y  a t  Shuaiba-
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The l a t e s t  a d d i t i o n  to  t h e  ne tw ork  o f  s t a t e  owned o i l  
com panies c oncerned  w i th  K u w a it ’ s o i l  i n d u s t r y  i s  th e  
Kuwait Wafra O il  Company. T h is  company was form ed when th e  
Kuwait governm ent f u l l y  n a t i o n a l i z e d  th e  A m erican  In d ep e n d e n t  
O il  Company (AMINOXL) c o n c e s s io n  i n  th e  N e u t r a l  Zone. AMINOIL, 
t o g e t h e r  w i th  G e t ty  O i l ,  o p e r a t e d  th e  o i l  f i e l d  a t  Wafra and 
South  Umm G a d a i r . The Kuwait Wafra O il  Company w i l l  be 
r e s p o n s i b l e  f o r  K u w ait’ s i n t e r e s t s  i n  th e  a r e a s  w here AMINOIL 
p r e v i o u s l y  o p e r a t e d .  P r i o r  to  n a t i o n a l i z a t i o n ,  AMINOIL r e f i n e d  
m ost o f  i t s  s h a re  o f  c ru d e  (ab o u t  90 ,000 b /d )  a t  Mina A b d u lla  i n  
K uw ait,  and e x p o r te d  th e  p r o d u c t s .  So th e  new s t a t e  owned 
company has  p r o d u c t i o n  and r e f i n e r y  r e s p o n s i b i l i t i e s .
An i s s u e  which i s  o f  some i n t e r e s t  h e re  i s  t h a t  g iv e n  
th e  p r e s e n t  s t r u c t u r e  o f  t h e  o i l  i n d u s t r y  i n  K uw ait ,  i t  i s  no 
lo n g e r  a c c u r a t e  to  c o n s id e r  t h e  Kuwait N a t io n a l  P e t ro le u m  Company 
a s  t h e  n a t i o n a l  o i l  company of Kuwait. The a l t e r n a t i v e  would be 
to  a rg u e  t h a t  KNPC, w i th  i t s  s i s t e r  s t a t e  owned com panies Kuwait 
N a t io n a l  O il  Company, and even P e t ro c h e m ic a l  I n d u s t r i e s  Company, 
a r e  t o g e t h e r  t h e  n a t i o n a l  o i l  company. The aims and o b j e c t i v e s  
o f  KNPC under  t h e  new sys tem  would be somewhat d i f f e r e n t .  Fo r  
exam ple , p r i o r  to  t a k e  o v e r  o f  KOC by t h e  Kuwait governm en t,
KNPC’ s i n t e n t i o n  was to  s e c u r e  i t s  own s o u rc e  o f  c ru d e  o i l ,  and 
f o r  t h i s  p u rp o se  i t  e n te r e d  i n to  a j o i n t  v e n tu r e  w i th  1'lispan O il  
to  s e a r c h  f o r  o i l  i n  th e  a r e a s  r e l i n q u i s h e d  by KOC, The 
a s p i r a t i o n  o f  KNPC was to  become a v e r t i c a l l y  i n t e g r a t e d  o i l
19company, a s  e x p re s s e d  in  A r t i c l e  5 of  ’’A r t i c l e s  o f  A s s o c i a t i o n ” ,
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b u t  th e  new s e t - u p  does n o t  a l lo w  th e  p u r s u i t  o f  t h i s  p o l i c y
any f u r t h e r .  The p r e s e n t  d i v i s i o n  does not^ g iv e  KNPC a r o l e
i n  e x p l o r a t i o n  and p r o d u c t io n  o f  c rude  o i l ,  o r  in v o lv em en t  i n
p e t r o c h e m ic a l s  and o t h e r  r e l a t e d  i n d u s t r i e s .
I t  m ust be n o te d  t h a t  t h e  o r g a n i z a t i o n  o f  t h e  o i l  i n d u s t r y
i n  Kuwait h a s  n o t  s t a b i l i z e d  y e t .  I n  t h e  p a s t  two to  t h r e e  y e a r s
some p o l i c i e s  r e g a r d in g  th e  e v e n tu a l  o r g a n i z a t i o n  o f  t h e  o i l
i n d u s t r y  have  been  abandoned i n  fa v o u r  o f  p l a n s  which e v e n tu a l l y
20were n o t  im plem ented f u l l y .  I t  i s  d e b a ta b le  w he the r  a l l  th e  
s t a t e  o i l  com panies i n  Kuwait, i f  b ro u g h t  unde r  one company, would 
be more e f f i c i e n t  and a t  th e  same t im e  be more s u i t a b l e  f o r  th e  
im p le m e n ta t io n  o f  government o i l  p o l i c i e s .  I n  a d d i t i o n  to  t h a t ,  
a s  e l s e w h e re ,  t h e r e  a r e  some i n t e r n a l  power s t r u g g l e s  and 
r i v a l r i e s  w i t h i n  t h e  d i f f e r e n t  s t a t e  owned com pan ies ,  which would 
make th e  p l a n  f o r  t h e  m erger o f  th e  t h r e e  n a t i o n a l  o i l  companies 
u n p le a s a n t  to  some c i r c l e s . ^
To sum u p ,  t h e  Kuwait governm ent t a k e - o v e r  o f  p r i v a t e  s h a re  
h o ld in g  o f  KNPC d id  n o t  change th e  o p e r a t i o n  of t h e  company to  any 
g r e a t  e x t e n t .  However, th e  f u t u r e  r o l e  o f  th e  company w i l l  be 
d e te rm in e d  by .the Kuwait governm ent w i l l  ad o p t  tow ards  s t a t e -  . . 
owned o i l  com panies . O r i g i n a l l y  t h e r e  were p l a n s  to  b r in g
a l l  t h e s e  s t a t e  owned companies which were in v o lv e d  i n  o i l ,  gas 
and p e t r o c h e m ic a l  b u s in e s s  u n d e r  one company, and KNPC was th e  
o n ly  c a n d id a te  among them. But t h i s  p l a n  was p o s tp o n e d ,  and a t  
p r e s e n t  th e  s t r u c t u r e  o f  th e  o i l  i n d u s t r y  in  Kuwait i s  based  on
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t h r e e  s t a t e  owned com pan ies ,  w hich a r e  l in k e d  t o g e t h e r  th ro u g h  
t h e  Supreme P e t ro le u m  C o u n c i l ,  t h e  h i g h e s t  body r e s p o n s i b l e  f o r  
t h e  o i l  a f f a i r s  i n  t h e  c o u n t r y .  Each o f  t h e  s ta te -o w n e d  
com panies has  i t s  own b o a rd  o f  d i r e c t o r s ,  and i s  r e s p o n s i b l e  
f o r  i t s  own f i n a n c i a l  a f f a i r s .
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CHAPTER XV
NATIONAL OIL COMPANIES 
AND THE CONCEPT OF INTEGRATION
One o f  th e  w e l l  p u b l i c i z e d  o b j e c t i v e s  o f  th e  n a t i o n a l  o i l  
companies unde r  c o n s i d e r a t i o n  i s  to  become i n t e g r a t e d  o i l  
com pan ies0 A r t i c l e  2 ( f )  o f  th e  S t a t u t e s  o f  th e  G e n e ra l  P e tro le u m  
and .M inera l O r g a n iz a t io n ,  s t a t e s  t h a t  one o f  th e  o b j e c t i v e s  o f  
th e  Company i s  to  " E s t a b l i s h ,  e i t h e r  i n s i d e  o r  o u t s i d e  th e  
Kingdom, companies o r  e n t e r p r i s e s  i n  whose c a p i t a l  i t  w i l l  
p a r t i c i p a t e ,  w i th  th e  pu rp o se  o f  en g ag in g  i n  a l l  p h a s e s  o f  th e  
i n d u s t r y  o f  p e t r o le u m  o r  m i n e r a l s ,  and t h e i r  d e r i v a t i v e s  and b y -  
p r o d u c t s ,  and o f  t r a d i n g  i n ,  t r a n s p o r t i n g ,  s e l l i n g ,  d i s t r i b u t i n g  
and m a rk e t in g  them ".*
The l a t e s t  S t a t u t e s  o f  th e  N a t io n a l  I r a n i a n  O i l  Company p u t
2one o f  th e  o b j e c t i v e s  o f  th e  o r g a n i z a t i o n  a s :
"To s e a r c h ,  p r o s p e c t ,  s u rv e y ,  e x p lo r e ,  e x t r a c t  and 
p roduce  t r a n s p o r t  and r e f i n e  c rude  o i l ,  n a t u r a l  gas 
and o t h e r  n a t u r a l  h y d ro ca rb o n s  (b o th  l i q u i d  and s o l i d ) ; 
t o  m an u fa c tu re  and p r o c e s s  a l l  k in d s  o f  th e  main 
p e t r o le u m  p r o d u c t s  such  as gas and l i q u i d  g a s ,  and 
gas d e r i v a t i v e s ,  and v a r io u s  k in d s  o f  p e t r o l ,  k e r o s e n e ,  
gas o i l ,  f u e l  o i l s ,  b i tu m e n ,  a s p h a l t  and any o t h e r  
k in d s  o f  o p e r a t i o n s  f o r  th e  m a r k e t in g ,  t r a n s p o r t a t i o n ,  
d i s t r i b u t i o n ,  e x p o r t  and s a l e  o f  th e  s a i d  p r o d u c t s  i n  
I r a n  and a b r o a d 0"
S i m i l a r l y ,  A r t i c l e  5 (1 )  o f  th e  " A r t i c l e s  o f  A s s o c ia t io n "  o f  .
th e  Kuwait N a t io n a l  P e t ro le u m  Company, d e s c r i b e s  one o f  the
. • 3company s aims a s :
"To engage i n  th e  p e t ro le u m  i n d u s t r y  i n  Kuwait o r  
a b ro a d  and o p e r a t e  i n  any f i e l d  o f  t h i s  i n d u s t r y  
i n c l u d i n g  e x p l o r a t i o n  and d r i l l i n g  w orks f o r  o i l  
and n a t u r a l  gas and o t h e r  h y d ro c a rb o n s ,  th e  p r o d u c t io n  
r e f i n i n g  and s t o r i n g  o f  the  s a i d  s u b s ta n c e s  and any
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o f  t h e i r  b y - p ro d u c t s  and p r e p a r a t i o n s  i n c l u d in g  
th e  chem ica l  p r o d u c t s  from p e t ro le u m  o r  n a t u r a l  
gas and h y d r o c a r b o n s : and to  t r a d e  i n  th e s e
s u b s ta n c e s  and t h e i r  b y - p ro d u c ts  and p r e p a r a t i o n s ;  
and to  d i s t r i b u t e s s e l l  and e x p o r t  themV.
F u r th e rm o re ,  a s t a t e m e n t  i s s u e d  by th e  Kuwait M i n i s t e r  o f  
F in an ce  and I n d u s t r y  s u b s t a n t i a t e s  t h e s e  o b j e c t i v e s ^ , . 0. .  "one 
o f  th e  m ajo r  o b j e c t s  o f  th e  Government i n  e s t a b l i s h i n g  KNPC i s  to  
b u i l d  t h i s  company i n t o  an i n t e g r a t e d  o i l  company, i . e . ,  c a p ab le  
o f  p e r fo rm in g  such  f u n c t i o n s  l y in g  w i t h in  th e  scope  o f  a l l  
o p e r a t i o n s  o f  an o i l  company". S im i la r  s t a t e m e n ts  have  been  
i s s u e d  by th e  M i n i s t e r  o f  P e t ro le u m  and M in e ra l  R esou rces  o f  Saudi 
A ra b ia  ( se e  s e c t i o n  on fo rm a t io n  o f  P e t r o m in ) , and by  th e  
r e s p o n s i b l e  a u t h o r i t i e s  i n  I r a n .
So, th e  s ta t e -o w n e d  o i l  v e n tu r e s  a l l  have  a common g o a l ,  
w hich i s  to  become an i n t e g r a t e d  i n t e r n a t i o n a l  o i l  company. In  
t h i s  c h a p te r  we d i s c u s s  how t h i s  common d e s i r e  f o r  i n t e g r a t i o n  
o r i g i n a t e d ,  under  w hat c i r c u m s ta n c e s  th e  m ajo r  i n t e r n a t i o n a l  o i l  
companies i n t e g r a t e d ,  and w h e th e r  th e  same l o g i c  a p p l i e s  to  the  
companies unde r  s tu d y  h e r e .  But p r i o r  to  do ing  t h a t ,  we must 
d e f in e  w hat we mean by i n t e g r a t i o n  i n  an o i l  company, so t h a t  the  
a rgum ents  c o n c e rn in g  t h i s  w id e ly  m isused  word be  p u t  i n  th e  r i g h t  
c o n t e x t .
What does I n t e g r a t i o n  Mean?
The word " i n t e g r a t i o n "  i s  w id e ly  used  by e c o n o m is ts ,  
p o l i t i c i a n s  and governm ent a d m i n i s t r a t o r s .  On many o c c a s io n s  i t  
h as  been  used  by o i l  companies as an o b j e c t  o f  p o l i c y ,  and f o r  
governm ents as a t a r g e t  f o r  a c t i o n .  For exam ple, th e  Saud i A rab ian
310
governm ent o f  1962 t a l k e d  o f  i n t e g r a t i n g  th e  o i l  i n d u s t r y  i n t o  
t h e i r  economy0 On th e  o t h e r  h a n d ,  as we have se en  i n  th e  
p r e v io u s  s e c t io n *  a l l  th e  n a t i o n a l  o i l  companies unde r  s tu d y  
announced t h a t  th e y  w ere  go ing  to  become i n t e r n a t i o n a l  
i n t e g r a t e d  c o n c e rn s .
I n t e g r a t i o n s  as d e f in e d  by th e  Oxford E n g l i s h  D i c t i o n a r y ,  
i s  "making t h in g s  i n t o  a w h o le " ,  o r  to  "combine i n t o  a w h o le " .
I n  t h i s  d i s c u s s i o n  we a r e  m ain ly  c o n cern ed  w i th  th e  i s s u e  o f  
i n t e g r a t i o n  w i th  r e s p e c t  to  th e  i n t e r n a t i o n a l  o i l  i n d u s t r y  i n  
g e n e r a l ,  and th e  o i l  f i r m  i n  p a r t i c u l a r .  A pp ly ing  th e  d e f i n i t i o n  
to  th e  o i l  i n d u s t r y ,  i t  means b r i n g i n g  i n t o  a whole a number o f  
i n t e g r a t e d  o i l  f i r m s ,  which im p l ie s  some deg ree  o f  c o -o p e ra L io n  
among th e s e  f i r m s ,  f o r  an o i l  f i r m  i t  r e p r e s e n t s  b r i n g i n g  th e  many 
a c t i v i t i e s  u n d e r  one a d m i n i s t r a t i v e  s t r u c t u r e .  But i n  th e  case  o f  
n a t i o n a l  companies and t h e i r  d e s i r e  to  become f u l l y  i n t e g r a t e d  
i n t e r n a t i o n a l  o i l  com panies , we a re  d e a l in g  w i th  a n o th e r  argum ent. 
Here we a t t e m p t  to  f i n d  o u t  i f  i n t e g r a t i o n  i s  more e f f i c i e n t  o r  
more p r o f i t a b l e  ( i n  im p e r f e c t  c o m p e t i t io n  a p r o f i t a b l e  f i r m  i s  
n o t  n e c e s s a r i l y  an  e f f i c i e n t  one i n  th e  s t r i c t  econom ic se n se )  
f o r  t h e s e  o i l  f i r m s .
>
There a r e  v a r io u s  ty p e s  o f  i n t e g r a t i o n  w hich one comes 
a c ro s s  i n  o i l  l i t e r a t u r e .  We have " v e r t i c a l  i n t e g r a t i o n " ,  
" h o r i z o n t a l  i n t e g r a t i o n " ,  " l a t e r a l  i n t e g r a t i o n " ,  e t c .  The o i l  
b u s in e s s  ( o i l  p r o c e s s )  i s  commonly d iv id e d  i n t o  f i v e  s tages ,"*  
namely e x p l o r a t i o n ,  deve lopm en t,  p r o d u c t i o n ,  t r a n s p o r t a t i o n  and
I
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r e f in i .n g  o f  c ru d e  o i l ,  and by m a rk e t in g  o f  p e t ro le u m  p r o d u c t s .
I f  an o i l  f i r m  expands i t s  a c t i v i t i e s  by g a in in g  c o n t r o l  o f  
two o r  more o f  th e  above ’’s t a g e s " ,  i t  i s  s a i d  to  have  v e r t i c a l l y  
i n t e g r a t e d o  A v e r t i c a l  i n t e g r a t i o n  co u ld  be backw ard  o r  fo rw ard  
depend ing  on th e  i n i t i a l  a c t i v i t i e s  o f  th e  f i r m  w i th  r e s p e c t  to  
th e  new a r e a  i n t o  which i t  expands .  For exam ple, when an o i l  
f i r m  in v o lv e d  i n  p r o d u c t io n  o f  c rude  o i l  expands i n t o  r e f i n i n g  
and m a r k e t in g ,  i t  has  i n t e g r a t e d  " fo r w a r d " .  On th e  o t h e r  han d , 
when a f i r m  whose b u s in e s s  i s  m a rk e t in g  p e t ro le u m  p r o d u c t s  g e t s  
i t s  own s o u rc e s  o f  c rude  o i l  i t  i s  s a i d  to  have  i n t e g r a t e d  "back ­
ward" o A " F u l l y  i n t e g r a t e d "  o i l  company i s  u sed  f o r  th o se
companies who a re  in v o lv e d  in  th e  p r o d u c t io n  o f  c ru d e  o i l  a l l  th e
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way to  th e  m a rk e t in g  o f  p e t ro le u m  p r o d u c t s .  As opposed to  f u l l y  
i n t e g r a t e d  o i l  com pan ies , th o se  f i rm s  whose sp h e re  o f  a c t i v i t i e s  
i s  l i m i t e d  to  one o f  th e  above s t a g e s  o f  th e  o i l  b u s i n e s s ,  a re  
r e f e r r e d  to  as  " n o n - i n t e g r a t e d "  o i l  com panies.
I t  m ust be n o te d  t h a t  v e r t i c a l  i n t e g r a t i o n  i s  n o t  p e c u l i a r  
to  th e  o i l  companies a lo n e .  Firm s i n  a lum inium , r u b b e r ,  food  
and many o t h e r  i n d u s t r i e s  a r e  a l s o  v e r t i c a l l y  i n t e g r a t e d .  N ever­
t h e l e s s ,  v e r t i c a l  i n t e g r a t i o n  i n  th e  o i l  i n d u s t r y  i s  th e  most 
p u b l i c i z e d  a s p e c t .
H o r i z o n t a l  i n t e g r a t i o n ,  on the  o t h e r  hand , i s  th e  i n t e g r a t i o n  
o f  th e  f i r m  a c r o s s  th e  same l e v e l  o f  th e  o i l  p r o c e s s .  An o i l  
company can expand i t s  a c t i v i t i e s  a c ro s s  r e f i n i n g ,  m a rk e t in g  o r  
ow nersh ip  o f  c rude  o i l  i n  a c o u n try  o r  among a  number o f  c o u n t r i e s .
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This  ty p e  o f  i n t e g r a t i o n  lias h e lp e d  to  b r i n g  a b o u t  a  c e r t a i n  
d eg ree  o f  monopoly i n  some l e v e l s  o f  th e  o i l  i n d u s t r y  i n  th e  
p a s t .  For  exam p le , th e  f a c t  t h a t  seven  l a r g e  i n t e r n a t i o n a l  
o i l  companies c o n t r o l  a  l a r g e  p e rc e n ta g e  o f  c rude  o i l  and own 
a l a r g e  p r o p o r t i o n  o f  th e  d i s t r i b u t i n g  m a r k e ts ,  shows th e  l e v e l  
o f  h o r i z o n t a l  i n t e g r a t i o n  i n  th e  o i l  i n d u s t r y .  A lthough  t h i s  
type  o f  i n t e g r a t i o n  i s  v e ry  im p o r ta n t ,  th e  n o t i o n  o f  i n t e g r a t i o n  
i n  th e  o i l  i n d u s t r y  has  been  m o s t ly  a s s o c i a t e d  w i th  v e r t i c a l  
i n t e g r a t i o n „
L a t e r a l  i n t e g r a t i o n  n o rm a l ly  r e f e r s  to  th e  expand ing  o f  th e  
a c t i v i t i e s  o f  an o i l  f i r m  i n t o  o t h e r  r e l e v a n t  f i e l d s ,  such  as 
a l t e r n a t i v e  s o u rc e s  o f  en e rg y  o r  p e t r o c h e m i c a l s .  T h is  type  o f  
i n t e g r a t i o n ,  which i s  a d i v e r s i f i c a t i o n ,  does n o t  e n t e r  i n t o  ou r  
d i s c u s s i o n ,  and h e re  we on ly  d e a l  w i th  th e  c o n c e p t  o f  v e r t i c a l  and 
h o r i z o n t a l  i n t e g r a t i o n  by th e  n a t i o n a l  o i l  com panies .
.Economic A dvantages  o f  I n t e g r a t i on
I t  i s  w id e ly  b e l i e v e d  t h a t  h o r i z o n t a l  and v e r t i c a l  i n t e g r a t i o n  
a r e  n e c e s s a r y  c o n d i t i o n s  f o r  the. e f f i c i e n t  o p e r a t i o n  o f  an o i l  
f i rm .  F u r th e rm o re ,  such  i n t e g r a t i o n  i s  s a i d  to  be a n e c e s s a r y  
c o n d i t i o n  f o r  a f i r m  w hich  w ants  to  e n t e r  th e  o i l  b u s i n e s s .  This  
view i s  c e r t a i n l y  h e ld  by th e  n a t i o n a l  o i l  com pan ies , as  we s t a t e d  
some o f  t h e i r  o b j e c t i v e s  a t  th e  b e g in n in g  o f  t h i s  s e c t i o n .  The 
c l a s s i c  argum ent f o r  economic a d v a n ta g e s  o f  e x t e n s i v e  i n t e g r a t i o n  
i n  an o i l  f i r m  i s  b a s e d  on f o u r  main p o i n t s ,  w hich  a r e :
( 1) a s s u r e d  o u t l e t  f o r  c rude  o i l  p roduced  by th e  f i rm ' o r  i t s  
s e c u r i t y  o f  su p p ly  o f  raw m a t e r i a l ;  (2 ) a d v a n ta g e s  a t t r i b u t e d  to
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th e  l a r g e  s c a l e  o p e r a t i o n ;  (3) more f l e x i b l e  a d ju s tm e n t  to  
s h o r t  run  changes i n  th e  o i l  i n d u s t r y ,  i De „ ,  more s t a y i n g  power;
(4) and f i n a l l y ,  some t a x  adv a n ta g e s  which c o u ld  r e s u l t  from
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m t e r - a f f i l i a t e  p r i c e  s t r u c t u r e  adop ted  by t h e s e  f i r m s 0 These
p o i n t s ,  w i th  th e  e x c e p t io n  o f  th e  l a s t  one , a r e  w e l l  s t a t e d  by
Mr. W„S. F a r i s h ,  a fo rm er  p r e s i d e n t  o f  S ta n d a rd  O i l  Company (New
J e r s e y ) .  He i s  q u o te d  by Mr0 P .  F r a n k e l  i n  h i s  book The
8E s s e n t i a l s  o f  Pe tro le u m !
" I n t e g r a t i o n  i s  th e  u n i t i n g  i n t o  one b u s in e s s  o f  
s e v e r a l  o f  the  s t a g e s  th ro u g h  which a m a t e r i a l  
p a s s e s  b e f o r e  i t  r e a c h e s  th e  u l t i m a t e  consumer.
The c o n d i t i o n s  u n d e r  which i n t e g r a t i o n  i s  d e s i r a b l e  
a r e :  ( 1) l a r g e  volume o f  b u s in e s s  i n  a s i n g l e  
commodity g roup ; (2 ) h i g h ly  s p e c i a l i z e d  p r o d u c t i o n ,  
m a n u f a c tu r in g ,  t r a n s p o r t a t i o n  and d i s t r i b u t i n g  
t e c h n i q u e s ;  and (3) s u b s t a n t i a l  a d v a n ta g e s  ( a t  some 
s t a g e s )  i n  l a r g e  s c a l e  o p e r a t i o n .  These c o n d i t io n s  
c h a r a c t e r i z e  th e  p e t ro le u m  i n d u s t r y ,  and i t  fo l lo w s  
t h e r e f o r e ,  t h a t  th e  r e l a t i o n s  be tw een  any one o f  
th e  s t a g e s  o f  th e  i n d u s t r y  and th e  o t h e r  n e x t  to  i t  
a r e  p e c u l i a r l y  c l o s e » The r e f i n e r  needs  to  be 
a s s u r e d  o f  h i s  m a rk e t .  The m a rk e te e r  needs  to  be 
a s s u r e d  o f  h i s  s u p p ly „ Both need  a s te a d y  flow  o f  
p r o d u c t s  f o r  e f f i c i e n t  o p e r a t i o n » N e i th e r  i s  
i n t e r e s t e d  i n  o t h e r  th an  one m ajo r  p r o d u c t  and i t s  
r e l a t e d  group o f  b y - p r o d u c t s 0 N e i th e r  can t r a n s f e r  
h i s  s p e c i a l i z e d  equ ipm ent to  th e  h a n d l in g  o f  some 
d i f f e r e n t  p r o d u c t .  There  i s  a h ig h  d e g re e  o f  m u tua l  
i n te r d e p e n d e n c e  imposed by the  f a c t s " .
I t  i s  f u r t h e r  c la im e d  t h a t  o i l  companies expand v e r t i c a l l y  
b e c a u se  th e y  can p e r fo rm  th e  com plem entary f u n c t i o n  th em se lv e s  
more " e f f i c i e n t l y "  th a n  o u t s i d e  s u p p l i e r s  o r  c u s to m e rs .  V e r t i c a l  
i n t e g r a t i o n  i s  a l l e g e d  to  have  h e lp e d  the  o i l  companies to  u n d e r ­
ta k e  th e  b e s t  u t i l i z a t i o n  o f  c ru d e ,  th e  most s u i t a b l e  r e f i n e r y  
p r o c e s s  and th e  m ost p r o f i t a b l e  o u t l e t s  f o r  p r o d u c t s ,  A b ig  
s i z e  and v e r t i c a l  i n t e g r a t i o n  a r e  s a i d  to  be e s s e n t i a l  i f  o i l
I
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companies a re  to  t a k e  r i s k s  o f  huge in v e s tm e n ts  in  f a c i l i t i e s
which m ust be u sed  i n  optimum s i z e ,  and i f  e f f i c i e n t  f low  o f
9crude  o r l  and p r o d u c t s  a re  to  be m a in ta in e d .
Why M ajor O i1 Companies I n t e g r a t e d
So f a r  we have d i s c u s s e d  the  concep t  o f  i n t e g r a t i o n  and 
i t s  a l l e g e d  a d v a n ta g e s  f o r  an o i l  company. The d e s i r e  f o r  
v e r t i c a l  i n t e g r a t i o n  by th e  n a t i o n a l  o i l  companies a r i s e s  n o t  
on ly  from  th e  a rgum ents  i n  s u p p o r t  of b e n e f i t s  to  a f i r m  o f  such 
i n t e g r a t i o n ,  b u t  by a c c e p t in g  t h a t  i t  i s  th e  o n ly  way o f  do ing  
o i l  b u s i n e s s .  The argum ent goes t h a t  th e  m ajo r  i n t e r n a t i o n a l  o i l  
companies a r e  s u c c e s s f u l l y  c a r r y in g  o u t  m ost o f  th e  o i l  b u s in e s s  
around  th e  w o r ld ,  and a l l  o f  th e s e  companies a r e  f u l l y  i n t e g r a t e d  
f i r m s .  Hence, i n t e g r a t i o n  i s  somehow i n h e r e n t l y  n e c e s s a r y  f o r  the  
s u c c e s s f u l  o p e r a t i o n  o f  any f i r m  i n  th e  o i l  b u s i n e s s .  Here we 
a t t e m p t  to  show v e ry  b r i e f l y  why m ajor  o i l  companies i n t e g r a t e d  
d u r in g  th e  c o u rse  o f  t h e i r  g row th : w h e th e r  th e  d e c i s i o n  to
i n t e g r a t e  a d o p te d  as a g e n e r a l  p o l i c y  f o r  th e  f i r m ,  o r  w h e th e r  
th ey  i n t e g r a t e d  as th e  o p p o r t u n i t i e s  a ro s e  and c i r c u m s ta n c e s  f o r c e d  
them d u r in g  th e  h i s t o r y  o f  t h e i r  g row th . As i t  i s  n o t  p o s s i b l e  
to  go i n t o  th e  h i s t o r y  o f  developm ent o f  a l l  m ajo r  o i l  com panies, 
we s e l e c t  two o f  them, namely Exxon ( fo rm e r ly  S ta n d a rd  O il  Company, 
New J e r s e y ) ,  and B r i t i s h  P e t ro le u m  L td .  Exxon: ^^ T h is  company 
was i n c o r p o r a t e d  i n  Ohio i n  1870, and a t  p r e s e n t  i s  th e  l a r g e s t  
i n d u s t r i a l  c o r p o r a t i o n  i n  th e  w o r ld .  The company’ s fo u n d e r ,  John 
Do R o c k e f e l l e r ,  and h i s  a s s o c i a t e s ,  o r g a n iz e d  a l a r g e  a l l i a n c e
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o f  o i l  i n t e r e s t s ,  as w e l l  as o t h e r  b u s in e s s e s  w hich i n  a few 
y e a r s  c o n t r o l l e d  m ost o f  th e  r e f i n i n g  and p i p e l i n e  c a p a c i ty  o f  
th e  U n i te d  S t a t e s ,  At th e  b e g in n in g  th e  S ta n d a rd  group d id  n o t  
e n t e r  i n t o  th e  f i e l d  o f  c ru d e  o i l  p r o d u c t io n  (which was a h i g h ly  
c o m p e t i t iv e  b u s in e s s  a t  t h a t  t im e) and c o n c e n t r a t e d  on r e f i n e r y  
and t r a n s p o r t a t i o n .  I n  l e s s  th a n  one d ecade . S ta n d a rd  O il  owned 
m ost o f  th e  p i p e l i n e s  and 80 p e r  c e n t  o f  th e  r e f i n i n g  c a p a c i ty  
o f  th e  U n i ted  S t a t e s ,  But th e  r a p i d  e x p a n s io n  o f  demand f o r  
p e t ro le u m  p r o d u c t s ,  which l e d  to  i n c r e a s i n g  c o m p e t i t io n  f o r  c rude  
o i l  s u p p l i e s ,  f o rc e d  th e  company to  look  f o r  i t s  own s o u rc e s  o f  
c ru d e .  So th e  S ta n d a rd  group i n t e g r a t e d  i n t o  c rude  o i l  p r o d u c t io n  
to  a s s u r e  i t s  own s o u rc e s  o f  c ru d e ,  and by 1911 th e  company became 
a f u l l y  i n t e g r a t e d  o r g a n i z a t i o n ,  p ro d u c in g  up to  t w o - f i f t h s  o f  
i t s  c ru d e  o i l  x 'e q u ire m e n ts . F u r th e rm o re ,  th e  group by t h i s  t im e 
had d e v e lo p e d  a dom inant w orldw ide  p o s i t i o n  i n  th e  m a rk e t in g  o f  
p e t r o le u m  p r o d u c t s .
In  1911 th e  company's t h i r t y - t h r e e  s u b s i d i a r i e s  became l e g a l l y  
s e p a r a t e d  when th e  US Supreme C ourt  d e c id e d  t h a t  S ta n d a rd  O il  had  
v i o l a t e d  th e  A n t i t r u s t  A c t .  As a r e s u l t  o f  th e  b r e a k - u p ,  th e  
p a r e n t  company, S ta n d a rd  O i l  Company (New J e r s e y )  (now Exxon) l o s t  
i t s  companies o u t s i d e  th e  US w hich  were r e s p o n s i b l e  f o r  s a l e s  o f  
p r o d u c t s  i n  th e  U n i te d  Kingdom and th e  F a r  E a s t ,  b u t .  r e t a i n e d  most 
o f  i t s  South  A m erican and European m a rk e t in g  a f f i l i a t e s .  But more 
th a n  im p o r ta n t  th an  t h a t ,  th e  company l o s t  m ost o f  i t s  c rude  o i l  
p r o d u c t i o n  and t r a n s p o r t  f a c i l i t i e s 0 Hence, th e  Supreme C ourt  
d e c i s i o n  s e r i o u s l y  a f f e c t e d  th e  i n t e g r a t e d  s t r u c t u r e  o f  the  
company.
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The company s t a r t e d  a v ig o ro u s  programme i n  s e a r c h  of  
c rude  o i l ,  b u t  th e  F i r s t  World War j e o p a r d i z e d  i t s  a t t e m p t s ,  
and a f t e r  th e  war i t s  s e a r c h  f o r  o i l  was i n t e n s i f i e d .  In  1918 
c rude  o i l  p r o d u c t io n  o f  S ta n d a rd  O il  c o n s t i t u t e d  o n ly  16 p e r  
c e n t  o f  i t s  r e f i n e r y  r u n s .  A f t e r  th e  w ar ,  o t h e r  companies 
e n t e r e d  i n t o  th e  m a rk e t in g  o f  p e t ro le u m  p r o d u c t s  i n  E urope , and 
posed  a s e r i o u s  c h a l l e n g e  to  S ta n d a rd  O i l ’ s p o s i t i o n  i n  E urope ,
Hence i t  was e s s e n t i a l  f o r  th e  company to  o b t a i n  c o n c e s s io n s ,  
to  push e x p l o r a t i o n ,  and even buy i n t o  e x i s t i n g  p r o d u c i n t  com panies , 
i n  o r d e r  to  o b t a i n  c rude  o i l .  An a g g r e s s iv e  e x p a n s io n  i n t o  crude  
o i l  w i t h i n  t h e  US was becoming i n c r e a s i n g l y  d i f f i c u l t  b e c a u se  o f  
c o m p e t i t io n  caused  by growing f e a r s  t h a t  o i l  s u p p l i e s  t h e r e  were 
ru n n in g  o u t 0 A l l  th e s e  e v e n t s ,  and p ro b a b ly  a number o f  o th e r  
c o n s t r a i n t s  and o p p o r t u n i t i e s  l e d  to  th e  i n t e g r a t i o n  o f  th e  
company i n t o  c rude  o i l  p r o d u c t io n  a round  th e  w o r ld .  In  V e n ezu e la ,  
S ta n d a rd  O il  b o u g h t  a  m ajo r  s h a re  in  C re o le  P e t ro le u m  i n  1928, and 
a c q u i r e d  th e  f o r e i g n  p r o p e r t i e s  o f  S ta n d a rd  O il  o f  In d ia n a  i n  1932.
So, S ta n d a rd  O il  d id  n o t  s t a r t  as a  f u l l y  v e r t i c a l l y  
i n t e g r a t e d  o i l  company. But i t  dom inated  th e  US d o m es t ic  o i l  
i n d u s t r y ,  and s e c u r e d  a dom inant p o s i t i o n  i n  th e  i n t e r n a t i o n a l  
t r a d e  o f  c ru d e  and p e t ro le u m  p r o d u c t s ,by th e  t u r n  o f  th e  c e n tu r y .
The company was a b le  to  s u s t a i n  t h a t  p o s i t i o n  w i t h o u t  owning 
e x t e n s i v e  c ru d e  r e s e r v e s  o r  p r o d u c t i o n ,  b e c au se  t h e r e  was a 
r e a d i l y  o b t a i n a b l e  s u r p l u s  o f  c rude  o’i l  p ro d u ced  by th e  o t h e r s .
As th e  s t r u c t u r e  o f  th e  S ta n d a rd  O il  Company was changed , v e ry  
l i t t l e  c rude  o i l  p r o d u c t io n  f a c i l i t i e s  were r e t a i n e d  by th e
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company. F u r th e rm o re ,  th e  growing f e a r  t h a t  th e  US was ru n n in g  
o u t  o f  o i l  and th e  i n a b i l i t y  o f  th e  company to  p u rsu e  an 
a g g r e s s iv e  e x p a n s io n  i n  th e  US due to  th e  u n f a v o u ra b le  p o l i t i c a l  
c l i m a t e ,  f o r c e d  th e  J e r s e y  S ta n d a rd  to  look  f o r  i t s  s u p p l i e s  of 
c rude  o i l  a round  th e  w o r ld  whenever an o p p o r tu n i ty , ,
B r i t i s h  P e t ro le u m  L t d: T h is  company was form ed as th e
A n g lo - P e rs i a n  O i l  Compan)' i n  1909 a f t e r  o i l  was d i s c o v e r e d  i n  
I r a n  ( se e  s e c t i o n  on I r a n ) .  In  1914 th e  B r i t i s h  governm ent took  
a c o n t r o l l i n g  i n t e r e s t  i n  th e  company. B r i t i s h  P e t ro le u m  i s  th e  
o n ly  m ajo r  o i l  company w i th  such  d i r e c t  governm ent r e p r e s e n t a t i o n .  
B r i t i s h  P e t ro le u m ,  c o n t r a r y  to  Exxon, b a s e d  i t s  growth p r i m a r i l y  
on c o n t r o l  o f  r e s e r v e s  and p r o d u c t io n  o f  c rude  d i s c o v e r e d  i n  I r a n ,  
The company c o n s t r u c t e d  a b i g  r e f i n e r y  i n  Abadan and b u i l t  p i p e ­
l i n e s  to  th e  o i l  f i e l d s .
S a le s  c o n t r a c t s  w i th  th e  B r i t i s h  A d m ira l ty  and c o n t r a c t s  to  
su p p ly  I n d ia n  and I r a q i  r a i lw a y s  gave th e  company o u t l e t s  f o r  i t s  
p r o d u c t s  from  Abadan r e f in e r ) '- .  The B r i t i s h  governm en t, b e in g  th e  
m ajo r  s h a r e h o l d e r  o f  th e  company a t  th e  t im e ,  u se d  i t s  "good 
o f f i c e s "  to  s e c u r e  o u t l e t s  f o r  th e  c ru d e  o i l  and p e t r o le u m  p r o d u c t s  
o f  BP, In  1928, BP s ig n e d  an agreem en t to  su p p ly  p e t r o le u m  
p ro d u ced  to  th e  I n d ia n  th ro u g h  th e  B urm ah-Shell  o p e r a t i n g  n e tw o rk .  
So, when th e  o p p o r tu n i ty  a ro s e  to  g e t  in v o lv e d  i n  t h e  I n d ia n  
m a rk e t ,  th e  company s e iz e d  i t .  By 1939 the  company had  e s t a b l i s h e d  
m ark e ts  i n  E u rope , A f r i c a ,  I n d i a ,  A u s t r a l i a  and th e  M iddle E a s t .
The Abadan r e f i n e r y  was expanded r a p i d l y  to  cope w i th  th e  
" fo rw a rd  i n t e g r a t i o n "  o f  th e  company, and o t h e r  r e f i n e r i e s  were 
b u i l t  i n  B r i t a i n  and F ra n c e .
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In  1951 th e  o i l  p r o d u c t io n  o f  th e  company d ropped  s h a r p ly  
as a  r e s u l t  o f  the. n a t i o n a l i z a t i o n  o f  th e  o i l  i n d u s t r y  i n  I r a n ,  
The l o s t t  o f  c o n t r o l  o f  o i l  p r o d u c t io n  i n  I r a n  was a s e v e re  
shock  to  th e  i n t e g r a t e d  s t r u c t u r e  o f  th e  company * and i t  co u ld  
be a rg u ed  t h a t  w hat happened  to  BP i n  1950 was s i m i l a r  to  th e  
Supreme C our t  d e c i s i o n  to  d i s s o l v e  S ta n d ard  O i l  i n  1911.
So, u n l ik e  S ta n d a rd  O i l  Companj'-, B r i t i s h  P e t ro le u m  s t a r t e d  
i t s  o p e r a t i o n s  w i th  th e  p r o d u c t io n  o f  c rude  o i l .  When th e  Abadan 
r e f i n e r y  was co m p le ted ,  th e  company moved i n t o  r e f i n i n g ,  and 
l a t e r  i n t o  m a rk e t in g  o f  p e t ro le u m  p r o d u c ts  as th e  o p p o r t u n i t i e s  
a r o s e .
Some o f  th e  o i l  companies had d e c id e d  to  i n t e g r a t e  d u r in g
th e  c o u rs e  o f  t h e i r  growth as a d e f e n s iv e  p o l i c y .  G u lf  O i l  i s
a good example o f  t h i s  " d e f e n s iv e  i n t e g r a t i o n " .  G u lf  O il  was
form ed i n  1907 to  ta k e  th e  s to c k  o f  two companies w hich  were
in v o lv e d  i n  o i l  d i s c o v e r i e s  i n  Texas and Oklahoma. As m en tioned
e a r l i e r ,  a t  t h a t  t im e S ta n d a rd  O il  was th e  main r e f i n e r  and
d i s t r i b u t o r ,  and t h e r e f o r e  m ost o f  th e  c rude  p ro d u c e r s  were
dependen t  on th e  S ta n d a rd  O i l  Company0 The company d e c id e d  to  '
deve lop  i t s  own i n t e g r a t e d  b u s in e s s  i n  o r d e r  to  be  a b le  to
compete w i th  S ta n d a rd  O i l .  So, as  a r e s u l t  o f  e x t e n s i v e
i n t e g r a t i o n  o f  one f i r m  which c r e a t e d  a monopoly p o s i t i o n  i n  one
o r  few s t a g e s  o f  th e  i n d u s t r y ,  o th e r s * h a d  to  i n t e g r a t e  v e r t i c a l l y
12m  o r d e r  to  p r o t e c t  t h e m s e lv e s □
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A nothe r  example o f  why m a jo r  o i l  companies i n t e g r a t e d  
can be se en  from  th e  h i s t o r y  o f  Royal D u tch -S he11. This  
company was formed from  the  m erger  o f  two i n t e g r a t e d  o i l  
companies ( a l th o u g h  i t  expanded  i t s  b u s in e s s  s u b s t a n t i a l l y  
a f t e r  th e  m erg e r ,  i t  s t a r t e d  as an i n t e g r a t e d  group) ~ Royal 
Dutch and S h e l l  T r a n s p o r t  and T rad in g  Company,, The fo rm er  had 
i n t e g r a t e d  " fo r w a r d ” i n t o  r e f i n i n g  and m a rk e t in g ,  and th e  l a t t e r  
had  i n t e g r a t e d  backward i n t o  p r o d u c t io n  and th e n  r e f i n i n g .
These companies w ere  com peting  w i th  each  o t h e r  a n d .w i th  the  
S ta n d a rd  g ro u p 0 C o m p e ti t io n  was one o f  the. m ost im p o r ta n t  
r e a s o n s  f o r  t h e i r  r e s p e c t i v e  i n t e g r a t i o n .
The f o re g o in g  b r i e f  d i s c u s s i o n  of th e  m o t iv a t io n s  o f  m ajo r  
i n t e r n a t i o n a l  o i l  companies to  i n t e g r a t e ,  d e m o n s t ra te s  t h a t  t h e r e  
were d i f f e r e n t  m o t iv a t io n s  f o r  i n t e g r a t i o n ,  and th e  d e c i s i o n  to  
i n t e g r a t e  was n o t  ta k e n  as a  g e n e r a l  p o l i c y  o f  th e  f i r m .  There 
i s  no s p e c i f i c  p o i n t  common to  a l l  companies a f t e r  w hich v e r t i c a l  
i n t e g r a t i o n  becomes a n e c e s s i t y ,  o r  even d e s i r a b l e .
A more s e n s i b l e  and c o n v in c in g  r e a s o n  why a l l  t h e s e  m ajo r  
o i l  companies a re  v e r t i c a l l y  i n t e g r a t e d ,  c o u ld  be so u g h t  by 
lo o k in g  a t  th e  fu n d am en ta l  o b j e c t i v e  o f  th e s e  f i r m s .  The i n t e r ­
n a t i o n a l  o i l  companies a r e  o p e r a t i n g  a l l  o v e r  th e  w o r ld ,  and 
t h e i r  " p r o f i t s "  a r i s e  from  s e l l i n g  c rude  o i l  and p e t r o le u m  p r o d u c t s .  
They r e i n v e s t  th e s e  p r o f i t s  i n  ex p a n s io n  o f  th e  e x i s t i n g  
f a c i l i t i e s  o r  a c q u i r i n g  new o n e s ,  m a in ly  f o r  th e  sake  o f  th e  
" p r o f i t a b l e  g ro w th " .  The o i l  companies t r y  to  m aximize t h e i r
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p r o f i t  and use i t  i n  th e  e x p a n s io n  o f  t h e i r  o p e r a t i o n s  i n
o r d e r  to  i n c r e a s e  t h e i r  ’’m arke t  s h a r e " ,  (o r  a t  l e a s t  to
m a in ta in  i t ) .
I n  g e n e r a l ,  th e  o i l  com panies , c o n s id e r in g  th e  i m p e r f e c t io n s  
o f  th e  m arke t  and th e  de g re e  o f  monopoly, i n t e g r a t e d  whenever 
th e y  saw th e  p o s s i b i l i t y  o f  more p r o f i t s  as a r e s u l t  o f  t h i s  
i n t e g r a t i o n  ( t h e i r  p r o f i t s  co u ld  be im m edia te ,  o r  i n  t h e  long  
r u n ) . They would no doubt abandon v e r t i c a l  i n t e g r a t i o n  as soon
as i t  f a i l e d  to  s e rv e  i t s  p u rp o se .
I n t e g r a t i o n  o f  Na t i o n a l  O i l  Companies I n s id e  t h e i r  C o u n t r ie s
So f a r  we have  s e e n  th e  m o t i v i t a t i o n  b e h in d  i n t e g r a t i o n  
i n  m ajo r  companies and d e te rm in e d  t h a t  i n t e g r a t i o n  by i t s e l f  was 
n o t  the  p la n n e d  o b j e c t i v e  o f  th e  f i r m s .  V e r t i c a l  i n t e g r a t i o n  
was u sed  as a means to  s e c u r e  more p r o f i t ,  o r  as a  d e f e n s iv e  
mechanism a g a i n s t  th o s e  v e r t i c a l l y  i n t e g r a t e d  f i rm s  who had 
dom inated  th e  im p e r f e c t  m ark e t  a t  c e r t a i n  p o i n t s  o f  t h e i r  g row th . 
Many companies who became v e r t i c a l l y  i n t e g r a t e d  o i l  f i r m s ,  d id  
n o t  s t a r t  t h e i r  o p e r a t i o n s  as  s u c h ,  and t h e i r  i n t e g r a t i o n  
d e ve loped  as a  r e s u l t  o f  o p p o r t u n i t i e s  and c o n s t r a i n t s  i n  the  
m a rk e t .
The n a t i o n a l  o i l  companies under  s tu d y ,  on th e  o t h e r  hand , 
were a l l  com m issioned to  become i n t e g r a t e d  v e n t u r e s 0 In  I r a n ,  an 
i n t e r n a l  power s t r u g g l e  and d i s p u t e s  w i th  th e  fo rm er  c o n c e s s i o n a i r e ,  
AI0C, l e d  to  th e  n a t i o n a l i z a t i o n  o f  th e  o i l  i n d u s t r y  and th e  
fo rm a t io n  o f  NIOC, which was to  become an i n t e r n a t i o n a l l y  v e r t i c a l l y
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i n t e g r a t e d  company and t a k e  over  AIOCTs o p e r a t i o n s .  The 
fo rm a t io n  o f  P e tro m in  as an i n t e g r a t e d  o i l  company came i n  a 
Royal D ecree  ( se e  s e c t i o n  on P e t r o m in ) , and a l th o u g h  u n l ik e  
NIOC i t  d id  n o t  emerge as a  r e s u l t  o f  p o l i t i c a l  ev en ts . ,  i t  was 
hoped t h a t  th e  company would i n t e g r a t e  v e r t i c a l l y  and 
h o r i z o n t a l l y  i n t o  a l l  s t a g e s  o f  th e  o i l  b u s i n e s s .  Kuwait 
N a t io n a l  P e t ro le u m  Company a l s o  p la n n e d  to  become an i n t e g r a t e d  
o i l  f i r m  from  th e  b e g in n in g .  These com panies , w i th  th e  h e lp  of  
t h e i r  governm ents w hich g r a n te d  them th e  monopoly of  
d i s t r i b u t i n g  p e t ro le u m  p ro d u c t s  i n  the  c o u n t r y ,  a c h ie v e d  such 
i n t e g r a t i o n  i n s i d e  t h e i r  r e s p e c t i v e  c o u n t r i e s 0
NIOC, f o r  exam ple, has  a m arke t  o f  more th a n  h a l f  a m i l l i o n  
b a r r e l s  p e r  day o f  p e t r o le u m  p r o d u c t s  i n  I r a n .  The company 
p ro d u ces  and r e f i n e s  p a r t  o f  i t s  r e q u i r e m e n ts  f o r  i n t e r n a l  
d i s t r i b u t i o n ,  and th e  b a la n c e  comes from th e  fo rm e r  c o n s o r t iu m  
a r e a  under  long  te rm  ag reem en ts  w i th  th e  o p e r a t i n g  com panies . 
P e tro m in  and KNPC a r e  a l s o  s o le  d i s t r i b u t o r s  o f  p e t r o le u m  p ro d u c ts  
i n  t h e i r  r e s p e c t i v e  c o u n t r i e s .  These f i rm s  r e f i n e  c o n s id e r a b l e  
amounts o f  c ru d e  o i l  i n  t h e i r  r e f i n e r i e s ,  b u t  so f a r  a r e  n o t  
in v o lv e d  i n  s i z e a b l e  p r o d u c t io n  o f  c rude  o i l  o f  t h e i r  own. T h e i r  
c ru d e  o i l  s u p p l i e s  a r e  coming under  ag reem en ts  w i th  th e  o t h e r  o i l  
companies o p e r a t i n g  i n  t h e i r  c o u n t r y .  So th e  n a t i o n a l  o i l  
companies u n d e r  s tu d y  a r e  v e r t i c a l l y  i n t e g r a t e d  a t  home, b u t  
d e s i r e  to  e x te n d  t h i s  i n t e g r a t i o n  o u t s i d e  t h e i r  b o u n d a r i e s „ The 
q u e s t i o n  i s  w h e th e r  th e  n a t i o n a l  o i l  companies s h o u ld  p u rsu e  
t h e i r  g o a l  o f  becom ing i n t e r n a t i o n a l l y  v e r t i c a l l y  i n t e g r a t e d  f i r m s ,
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o r  r e v i s e  t h i s  w e l l  e s t a b l i s h e d  o b je c t iv e , ,  I t  m ust be  n o te d  
t h a t  such a  m ajo r  e x p a n s io n  i n t o  r e f i n e r y  and m a rk e t in g  
d i s t r i b u t i o n  ne tw orks  by n a t i o n a l  companies c a n n o t  be u n d e r ­
ta k e n  w i th o u t  th e  a p p ro v a l  o f  t h e i r  governm en ts ,  and h e n c e ,  
t h i s  d e c i s i o n  i s  b a s i c a l l y  one o f  governm ent p o l i c y  w i th  r e g a r d  
to  th e  c o u n t r y ' s  o i l  in d u s t ry , .
In  th e  n e x t  s e c t i o n  we p ro c e e d  to  show w h e th e r  th e  ad v a n ta g e s  
a t t r i b u t e d  to  e x t e n s i v e  i n t e g r a t i o n  by an o i l  f i r m  a p p ly  to  th e  
o p e r a t i o n s  o f  th e  n a t i o n a l  o i l  companies c o n s id e r e d  i n  t h i s  work.
I t  m ust be  n o te d  t h a t  a l l  th ro u g h  we w i l l  assume t h a t  such an 
i n t e g r a t i o n  i s  w i t h i n  t h e  t e c h n i c a l  and m a n a g e r ia l  r e a c h  o f  th e  
n a t i o n a l  o i l  com pan ies0 In  o t h e r  w ords ,  th e  d i s c u s s i o n  o f  the  
b e n e f i t s  o f  i n t e g r a t i o n  does n o t  ta k e  i n t o  a c c o u n t  th e  c o n s t r a i n t s  
and b a r r i e r s  i n  r e a c h in g  t h i s  g o a l .
I s  E x te n s i v e H o r i z o n t a l  and Yer t i g a l  I n t e g r a t i o n  more 
A dvantageous to  t h e Na t i o n a l  Companies?
The a l l e g e d  a d v a n ta g e s  o f  i n t e g r a t i o n  f o r  an o i l  f i r m  w ere  
g iv e n  i n  th e  p r e v io u s  p a g e s .  They were m a in ly  a s s u r e d  o u t l e t s  
o r  su p p ly  f o r  th e  company, th e  a b i l i t y  to  w i t h s t a n d  changes i n  
t h e - i n d u s t r y , a d v a n ta g e s  o f  l a r g e - s c a l e  o p e r a t i o n  and t a x  b e n e f i t s .  
Here we t r y  to  e v a lu a t e  th e  e x t e n t  o f  th e s e  a d v a n ta g e s  on the  
o p e r a t io n s  o f  th e  n a t i o n a l  o i l  com panies.
As m en tioned  b e f o r e ,  f o r  an i n t e r n a t i o n a l l y  i n t e g r a t e d  o i l  
f i r m  w hich h a s  a number o f  a f f i l i a t e s  around  th e  w o r ld , '  t h e r e  i s  
an o p p o r tu n i ty  f o r  f i x i n g  i n t e r n a l  t r a n s f e r  p r i c e s  which w i l l  
have  s i g n i f i c a n t  e f f e c t s  on the  d i s t r i b u t i o n  p a t t e r n  o f  i t s
l
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r e v e n u e s .  And as th e  e f f e c t i v e  r a x  r a t e s  d i f f e r  from  one 
c o u n try  to  a n o th e r ,  th e  company can a d j u s t  p r o f i t s  i n  such a 
way as to  m in im ize  i t s  t a x e s .  This  advan tage  o f  i n t e g r a t i o n  i s  
n o t  g r e a t  f o r  th e  n a t i o n a l  o i l  com panies. As s ta te -o w n e d  
v e n t u r e s ,  t h i s  t a x  adv a n ta g e  does n o t  ap p ly  to  t h e i r  d o m es t ic  
a c t i v i t i e s ,  and even when th e  a c t i v i t i e s  o f  th e  n a t i o n a l  o i l  
company e x te n d  to  o t h e r  c o u n t r i e s ,  i t  i s  n o rm a l ly  i n  a j o i n t  
v e n tu r e  w i th  th e  c o u n try  in v o lv e d  and v e ry  d i f f e r e n t  from 
th e  o p e r a t io n s  o f  th e  m ajo r  i n t e r n a t i o n a l  o i l  com panies . Hence, 
i n t e g r a t i o n  w i l l  b r i n g  ab o u t  no t a x  ad v an tag e  f o r  th e  n a t i o n a l  
o i l  company.
A no ther  a d v a n ta g e  a t t r i b u t e d  to  i n t e g r a t i o n  i s  t h a t  i t  
b r in g s  more f l e x i b i l i t y  to  cope w i th  th e  s h o r t - r u n  changes in  
demand f o r  p e tro le u m  p r o d u c t s ,  which w i l l  a f f e c t  th e  demand f o r  
c ru d e  o i l ,  a l s o  i t  i s  n o t  v e ry  im p o r ta n t  f o r  th e  n a t i o n a l  o i l  
companies under  s tu d y .  These s ta te -o w n e d  companies a r e  owned by 
m ajor  o i l  p ro d u c e r s  o f  M iddle E a s t ,  and th e  c o n c ep t  o f  s t a y i n g  
power as  such i s  n o t  r e l e v a n t .  For  exam ple, i n  19 75 when th e  
t o t a l  o i l  p r o d u c t io n  i n  I r a n  f e l l  by 11.1 p e r  c e n t  compared to  
th e  y e a r  b e f o r e ,  th e  NIOC’ s e x p a n s io n  programmes and o p e r a t io n s  
were n o t  a f f e c t e d .  The changes i n  demand f o r  c ru d e  o i l  red u c e s  
th e  rev e n u e s  o f  th e  governm ent w hich w i l l  a f f e c t  a l l - s e c t o r s  o f  
th e  c o u n t r y ’ s economy, i n c l u d in g  th e  n a t i o n a l  o i l  company.
However, i n  th e  p a s t ,  e s p e c i a l l y  i n  th e  c a se  o f  I r a n  when th e  
governm ent was i n  need  o f  more rev en u es  from th e  o i l  s e c t o r ,  th e  
a c t i v i t i e s  o f  th e  n a t i o n a l  o i l  company were expanded 'more r a p i d l y  
( se e  s e c t i o n  on NIOC’ s s a l e s  to  E a s te r n  Europe and j o i n t  v e n t u r e s ) .
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E x te n s iv e  v e r t i c a l  and h o r i z o n t a l  i n t e g r a t i o n  by an o i l
f i r m  b r in g s  a b o u t  a l a r g e - s c a l e  o i l  o p e r a t i o n  a l l  o v e r  th e  w o r ld .
This  i s  s a i d  to  have  c r e a t e d  an advan tageous  p o s i t i o n  ( a t  some
s t a g e s )  f o r  th e  i n t e r n a t i o n a l  o i l  com panies , Large  s i z e  does
b r i n g  a b o u t  economic power f o r  i n t e r n a t i o n a l  o i l  com panies , b u t
to  what e x t e n t  a  n a t i o n a l  o i l  company must seek  i t s  power i n
t h i s  way i s  d e b a t a b l e .  The n a t i o n a l  o i l  company can c e r t a i n l y
r e l y  on th e  p o l i t i c a l  and economic b a r g a i n in g  p o s i t i o n  o f  i t s
c o u n t r y ,  and can coun t  on s u p p o r t  from o t h e r  governm ent a g e n c ie s
w i th  r e g a r d  to  i t s  t e c h n i c a l  and m a n a g e r ia l  p roblem s ,
P ro b a b ly  th e  most e v id e n t  r e a s o n  f o r  i n t e g r a t i o n  i s  th e
s e c u r i t y  o f  su p p ly  o r  o u t l e t s  f o r  th e  o i l  com panies . P r o f e s s o r
E 0 P e n ro se  i n  h e r  book The I n t e r n a t i o n a l  P e t ro le u m  I n d u s t r y ,
13a n a ly s e s  t h i s  v iew  as f o l l o w s :
"T he re  can  be no d i s p u t i n g  t h a t  r e f i n e r s  would be 
w is e  to  a c q u i r e  t h e i r  own s o u rc e s  o f  c ru d e  o i l  i f  
t h e r e  i s  some l i k e l i h o o d  t h a t  th e y  would o th e r w is e  
be  d e p r iv e d  o f  a r e g u l a r  f low  o f  s u p p l i e s  o r  c ha rged  
m o n o p o l i s t i c  p r i c e s ;  a l s o  crude  o i l  p r o d u c e r s  and 
r e f i n e r s  would s e n s i b l y  seek  to  a c q u i r e  t h e i r  own 
o u t l e t  i f  th ey  would o th e rw is e  be f a c e d  w i th  
m o n o p o l i s t i c  co m b in a tio n  among b u y e r s .  And in d e e d ,  
i n  th e  h i s t o r i c a l  developm ent o f  v e r t i c a l  
i n t e g r a t i o n  i n  th e  i n d u s t r y  th e s e  w ere  o r i g i n a l l y  
th e  d o m in a t in g  c o n s i d e r a t i o n s ,  s in c e  c o m p e t i t io n  
o f t e n  took  th e  form o f  some f i rm s  a t t e m p t in g  to  
g a in  a d v a n ta g e  o v e r  o t h e r s  by o b t a i n i n g  some s o r t  
o f  m o n o p o l i s t i c  p o s i t i o n  i n  a key s e c t o r  o f  th e  
in d u s t r y , ,  Thus w h e th e r  o r  n o t  v e r t i c a l  i n t e g r a t i o n  
was a p a r t i c u l a r l y  e f f i c i e n t  way o f  o r g a n i z in g  th e  
i n d u s t r y ,  i t  became a c o m p e t i t iv e  n e c e s s i t y  f o r  a t  
l e a s t  th e  l e a d in g  f i r m s ,  i t s  e x i s t e n c e  p r o v id in g  
i t s  own j u s t i f i c a t i o n " .
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In  s h o r t ,  tlie ow nersh ip  c o n t r o l  b ro u g h t  w i th  i t  c e r t a i n  
power f o r  th e  m ajo r  i n t e r n a t i o n a l  companies in  th e  p a s t .  But 
liow f a r  do n a t i o n a l  o i l  companies need t h i s  ow nersh ip  c o n t r o l  
f o r  t h e i r  o p e r a t io n s  today?  The e v e n ts  o f  1973 l e d  to  changes 
i n  th e  r e l a t i o n s h i p  be tw een  th e  p ro d u c in g  governm ents  and th e  
i n t e r n a t i o n a l  o i l  com panies . The m ajor  o i l  companies had l o s t  
t h e i r  ow nersh ip  o f  th e  c rude  ‘o i l  p r o d u c t io n  i n  th e  M iddle  E a s t .
But t h e i r  p a t t e r n  o f  o f f - t a k e  was n o t  a f f e c t e d , and t h e i r  
ow nersh ip  was r e p l a c e d  by lo n g - te rm  s a l e s  and p u rc h a s e  a g re e m e n ts .  
So th e  ow nersh ip  a s p e c t  o f  th e  i n t e g r a t i o n  o f  th e  o i l  companies 
i n  p r o d u c t io n  was, a f t e r  a l l ,  n o t  t o o im p o r ta n t  f o r  th e  w orldw ide  
o p e r a t i o n s  o f  th e  com panies . At p r e s e n t ,  th e  power o f  m ajo r  o i l  
companies a r i s e s  m a in ly  from  t h e i r  a b i l i t y  to  p r o v id e  o u t l e t s  
f o r  th e  c rude  o i l  p r o d u c e r s 0
S i m i l a r l y ,  th e  ow nersh ip  a s p e c t  o f  a sm a l l  p o r t i o n  o f  down™, 
s t r e a m  f a c i l i t i e s  a round  th e  w o r ld ,  does n o t  g iv e  any a d d i t i o n a l  
s t r e n g t h  to  th e  n a t i o n a l  o i l  com pan ies0 T h e i r  power l i e s  i n  th e  
f a c t  t h a t  th e y  (o r  t h e i r  r e s p e c t i v e  governm ents)  c o n t r o l  the  
p r o d u c t io n  o f  c ru d e  o i l 0 Owning a r e f i n e r y  i n  I t a l y  o r  buy ing  
i n t o  s m a l l  m a rk e t in g  f a c i l i t i e s  i n  th e  US does n o t  change t h e i r  
o v e r - a l l  p o s i t i o n  c o n s id e r a b l y .  I t  must be n o te d  t h a t  th e  m ajo r  
o i l  companies w ere  n e v e r  i n  c o n t r o l  o f  th e  c rude  o i l  o u tp u t  as 
th e  OPEC c o u n t r i e s  a r e  p r e s e n t l y .  A f t e r  a l l ,  t h e  m a jo rs  were 
com peting  w i th  each  o t h e r  andv.o thers  on th e  p r o d u c t  m ark e t ,  
a d i s a d v a n ta g e  which th e  n a t i o n a l  o i l  companies do n o t  have  a t  
p r e s e n t .
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To sum up , th e  m a jo r  i n t e r n a t i o n a l  o i l  companies became 
h o r i z o n t a l l y  and v e r t i c a l l y  i n t e g r a t e d  whenever i t  was p r o f i t a b l e  
to  do s o ,  and an o p p o r tu n i ty  a r o s e  th ro u g h  t h e i r  p r o c e s s  o f  grow th . 
Hence, i n t e g r a t i o n  i s  n o t  i n h e r e n t l y  n e c e s s a r y  f o r  th e  
s u c c e s s f u l  o p e r a t i o n  o f  any f i r m  i n  th e  o i l  b u s i n e s s 0 N a t io n a l  
o i l  com pan ies1 w e l l - s t a t e d  d e s i r e  to  become i n t e g r a t e d  i s  b a se d  
on th e  model o f  m a jo r  i n t e r n a t i o n a l  o i l  com panies , and i s  an 
o b j e c t i v e  which r e q u i r e s  c o n s id e r a b l e  r e t h i n k i .n g 0 The a l t e r n a t i v e  
f o r  th e  n a t i o n a l  o i l  companies would be to  look  f o r  o p p o r t u n i t i e s  
as th e y  o c c u r ,  As th e  im p o r ta n c e  i n  ow nersh ip  o f  f a c i l i t i e s  
have changed , it: m igh t be p o s s i b l e  to  f i n d  a d e q u a te  o u t l e t s  by 
lo n g - te rm  c o n t r a c t s .
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CHAPTER XVI
SALES OF CRUDE OIL BY THE NATIONAL Oil, COMPANIES
The consequences  o f  n a t i o n a l  o i l  companies e n t e r i n g  th e  
c rude  o i l  m arke t  has  been  w id e ly  s p e c u l a t e d  upon by o b s e r v e r s .
For exam ple , M. Adelman i n  h i s  book The World P e t ro leum  M ark e t ,  
s u g g e s te d  t h a t  th e  e n t r a n c e  o f  th e  n a t i o n a l  o i l  companies i n  
th e  m ark e ts  would l e a d  to  a  r e d u c t io n  i n  th e  p r i c e  o f  c rude  o i l ; ^
11. . . .N a t io n a l  o i l  companies w i l l  by n a t u r e  be p r i c e  
c u t t e r s .  The governm ents  a r e  now demanding l a r g e  
r e a d y  r e s e r v e s  f o r  t h e i r  n a t i o n a l  companies to  have 
them e n t e r  th e  b u s in e s s  soon and on a l a r g e  s c a l e .
E very  c o u n try  can v e ry  p r o f i t a b l y  p roduce  much 
more th a n  any l i k e l y  q u o ta ,  and t h e r e  i s  n o t  
a u to m a t ic  p r i c e - c o s t  mechanism to  r e g u l a t e  m arke t  
s h a r e s .
The governm ents  a r e  l e s s  a b le  to  o p e r a t e  a s u c c e s s f u l  
c a r t e l  th a n  th e  com panies . Not o n ly  do th e y  la c k  the  
c o m p a n ies1 e x p e r i e n c e ,  b u t  th e y  a l s o  l a c k  th e  i n t e r ­
company c o n ta c t s  a t  two l e v e l s ,  c ru d e  p r o d u c t i o n  and 
s a l e s  ( th e  j o i n t  v e n tu r e s )  and th e  r e f i n e d  p r o d u c t  
m a r k e t s . . . .  Thus th e  i n c r e a s i n g  r o l e  o f  th e
governm ents  i n  .the m arke t  w i l l  .tend to  i n c r e a s e
c o m p e t i t io n  and red u c e  p r i c e s , . . . "
What P r o f e s s o r  Adelman p r e d i c t e d  i n  1972 has  n o t  happened  
y e t ,  a l th o u g h  th e  c o n t r o l  o f  p r o d u c t io n  and p r i c i n g  o f  c rude  o i l
has  b een  i n  th e  hands o f  th e  governm ents f o r  more th a n  f o u r  y e a r s .
The n a t i o n a l  o i l  com pan ies ,  o r  th e  governm ents o f  th e  p ro d u c in g  
c o u n t r i e s ,  have c rude  o i l  a v a i l a b l e  f o r  s a l e s  o u t s i d e  t h e i r  
r e s p e c t i v e  c o u n t r i e s .  Here we a t t e m p t  to  d i s c u s s  th e  n a t u r e  o f  
th e  p ro b lem  o f  th e  s a l e s  o f  c rude  o i l  by n a t i o n a l  o i l  com panies . 
But p r i o r  to  t h a t ,  we have  to  look  a t  th e  c rude  o i l  m ark e t  b e f o r e  
and a f t e r  1973.
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The c ru d e  o i l  p ro d u ced  by th e  j o in t ly - o w n e d  a f f i l i a t e s  o f  
th e  m a jo r  i n t e r n a t i o n a l ' o i l  companies was n o t ,  as  a r u l e ,  t r a d e d  in  
a rm s le n g th  t r a n s a c t i o n s  i n  th e  m a rk e ts .  The c ru d e  was s o ld  m a in ly  
to  o t h e r  a f f i l i a t e s  o f  th e  same o r  s i m i l a r  a l l i e d  i n t e g r a t e d  group 
f o r  p r o c e s s i n g .  The p e t ro le u m  p r o d u c ts  were th e n  s o ld  i n  th e  
m a r k e t ,  and i t  was t h i s  s a l e  o f  p ro d u c t s  w hich c r e a t e d  most o f  th e  
rev e n u e s  o f  th e  m u l t i n a t i o n a l  o i l  com panies. The s a l e s  o f  c rude  
by -the m ajo r  o i l  companies to  t h i r d  p a r t} r cu s tom ers  o u t s i d e  th e  
group o f  m ajo rs  w ere  a r e l a t i v e l y  sm a l l  p a r t  o f  th e  c ru d e  o f f t a k e ,  
and hence  d id  n o t  c o n s t i t u t e  a s i g n i f i c a n t  p o r t i o n  o f  t h e i r  r e v e n u e s .  
The m a jo rs  had e v e ry  i n c e n t i v e  to  l i m i t  s a l e s  o f  c rude  o i l  s i n c e  
th e y  had  a  c o m p e t i t iv e  a d v a n ta g e  o v e r  o t h e r  f i r m s  w hich  d id  n o t  
have a c c e s s  to  e q u i t y  o i l .  Open c o m p e t i t io n  i n  s a l e s  o f  c ru d e  o i l  
i n  th e  m ark e ts  would have  e ro d e d  t h i s  a d v a n ta g e ,  th u s  e n s u r in g  t h a t  
s e l l e r s  o f  p e t r o le u m  p r o d u c t s ,  due to  t h e i r  h i g h e r  a v e ra g e  c o s t  o f  
s u p p ly ,  co u ld  n o t  c u t  p r i c e s .
R e g a rd le s s  o f  t h i s  a t t e m p t  by th e  m ajo rs  to  l i m i t  s a l e s  o f  
c rude  o i l  i n  t h e  open m a rk e t ,  how ever, a growing amount o f  o i l  was 
e n t e r i n g  c ru d e  m ark e ts  i n  th e  decade  o f  th e  s i x t i e s ,  f o r  exam ple , 
i n  1957 th e  t o t a l  amount o f  c ru d e  o i l  s o ld  a t  s p o t  o r  c o n t r a c t  by 
p ro d u c e r s  to  r e f i n e r s  was n e a r l y  one m i l l i o n  b a r r e l s  p e r  day , s o ld  
m a in ly  by  th e  m ajo r  o i l  com panies . However, e le v e n  y e a r s  l a t e r  
i n  1968, arms l e n g t h  t r a n s a c t i o n  o f  c rude  o i l  i n  t h e  m ark e ts  had 
i n c r e a s e d  n e a r l y  f o u r  t im e s ,  w i th  th e  m a jo rs  p r o v id i n g  n e a r l y  
t h r e e - q u a r t e r s  o f  i t .  The amount of o i l  t r a d e d  i n  t h i s  manner 
by o t h e r  o i l  companies r e a c h e d  n e a r l y  7 p e r  c e n t  o f  .the t o t a l  w o r ld  
m arket..^
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S in ce  1968 th e  s h a re  o f  th e  newcomers ( th e  te rm  used  f o r  
th e  o i l  companies o u t s i d e  th e  seven  m ajo rs )  i n  th e  a rm s le n g th  
t r a n s a c t i o n  o f  c ru d e  has  i n c r e a s e  m a in ly  b e c a u se  o f  t h e i r  
i n c r e a s i n g  p r o d u c t io n  c a p a c i t y .  M eanwhile, th o s e  r e f i n e r s  who had no 
a c c e s s  to  owned c ru d e ,  began  i n c r e a s i n g l y  t o  u se  th e  growing c ru d e  o i l  
m ark e t  ,to s e c u r e  p a r t  o f  t h e i r  s u p p l i e s .  The m a jo rs  a l s o  used  
th e  c rude  m ark e t  o c c a s i o n a l l y  i n  th e  c o u rs e  o f  com petion  among 
th em se lv e s  and w i th  the. newcom ers; o r  to  maximize t h e i r  p r o f i t s .
So even  b e f o r e  t h e  e n t r a n c e  o f  p ro d u c e r  governm ents and t h e i r  
r e s p e c t i v e  n a t i o n a l  o i l  com panies, th e  c rude  o i l  m arke t  was 
a c t i v e  and grow ing .
The n a t i o n a l  o i l  companies had  v e ry  l i t t l e  c rude  o i l  made
a v a i l a b l e  to  them f o r  e x p o r t  a p a r t  from t h e i r  e n t i t l e m e n t  to
r o y a l t i e s  w hich  was p a y a b le ,  i f  d e s i r e d  by th e  p r o d u c e r s ,  i n  k in d .
None o f  th e  p ro d u c e r s  used  t h e i r  o p t io n  i n  t h i s  r e s p e c t  m ain ly
b e c au se  t h e r e  was a s i g n i f i c a n t  d i f f e r e n c e  be tw een  r e a l i z e d  p r i c e s
t h a t  th e y  c o u ld  have o b ta in e d  i n  th e  c rude  o i l  m a r k e t ,  and th e
p o s te d  p r i c e s  t h a t  were the  b a s i s  o f  th e  com pany 's  payments (see
C h ap te r  7, The S a le s  o f  NIOC to  E a s te r n  E u ro p e ) .  But as th e
j o i n t  v e n tu r e  and c o n t r a c t  ag reem en ts  i n  th e  p ro d u c in g  c o u n t r i e s
be"gan to  p ro d u ce  c o n s id e r a b l e  amounts o f  o i l ,  th e  f e a r  i n c r e a s e d
t h a t  th e  n a t i o n a l  o i l  companies m igh t t r y  to  s e l l  t h e i r  c rude
e n t i t l e m e n t  unde r  th e s e  a g re e m e n ts .  I t  was assumed t h a t  n a t i o n a l
o i l  companies w ould o f f e r  t h e i r  c rude  a t  c u t  p r i c e s  w hich would
e n a b le  th e  in d e p e n d e n t  r e f i n e r s  to  o f f e r  cheap p r o d u c t s ,  and
3th u s  d e p re s s  s e l l i n g  p r i c e s  a l l  a round .
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The c o n c e rn  o v e r  f u t u r e  a c t i v i t i e s  o f  th e  n a t i o n a l  o i l  
companies was e q u a l l y  s t r o n g  among th e  p ro d u c e r s  th e m s e lv e s .  F o r  
exam ple, S he ikh  YOmani d i s c u s s i o n  th e  Saudi A ra b ia n  o i l  p o l i c y  i n  
1967, c l e a r l y  showed h i s  c o n c ern  abou t p r i c e s  i n  th e  e v e n t  of 
n a t i o n a l  o i l  companies e n t e r i n g  th e  c rude  o i l  m arke t  w i th o u t  know-how:
"One m igh t wonder w h e th e r  th e  p o l i c y  o f  f o c u s in g  on 
l o c a l  i n d u s t r i a l  a c t i v i t i e s  c o u ld  a lo n e  p r o v id e  s u f f i c i e n t  
r e a s o n  and j u s t i f i c a t i o n  f o r  n o t  e n t e r i n g  th e  i n t e r n a t i o n a l  
o i l  m a rk e t .  A no ther  r e a s o n  f o r  t h i s  d e la y  i s  ou r  deep 
c o n c ern  w i th  th e  w o r ld  o i l  p r i c e s .  To jump i n t o  th e  
m ark e t  w i th o u t  s u f f i c i e n t  know-how and c a p a b i l i t y  
w ould d e f i n i t e l y  h u r t  us so o n e r  o r  l a t e r ,  b o th  
d i r e c t l y  and i n d i r e c t l y . . . . "
T h is  view was s h a re d  among most o i l  p r o d u c e r s  i n  th e
O r g a n iz a t io n  o f  P e t ro le u m  E x p o r t in g  C o u n t r i e s .  I n  O c tober  1966,
th e  r e p r e s e n t a t i v e s  o f  n a t i o n a l  o i l  companies i n  OPEC g a th e r e d  i n
C aracas  f o r  th e  f i r s t  t im e  to  d i s c u s s  g e n e r a l  p o l i c i e s .  I n  t h i s
5m ee t in g  r t  was a g re e d :
"T ha t  a com m ittee  from member companies be s e t  up 
w i t h i n  OPEC S e c r e t a r i a t ,  to  s tu d y  th e  ways and means 
by  w hich  n a t i o n a l  o i l  companies m ig h t ,  i n  a  co­
o r d i n a t e d  way, c o n t r i b u t e  e f f e c t i v e l y  to  t h e  
m a rk e t in g  o f  o i l  and i t s  d e r i v a t i v e s  i n  th e  i n t e r ­
n a t i o n a l  m a rk e t ,  as a supp lem en t to  t h e i r  p r e s e n t  
and f u t u r e  i n d i v i d u a l  a c t i v i t i e s , w i t h  a  v iew to  
a v o id in g  th e  e f f e c t  o f  w a s t e f u l  c o m p e t i t io n  and 
f u r t h e r i n g  th e  aims o f  OPEC, For  t h e  p u rp o se s  o f  
m ee t in g  th e  c o s t s  o f  th e s e  s t u d i e s ,  a d e q u a te  funds  • 
sh o u ld  be p l a c e d  by th e  n a t i o n a l  o i l  companies a t  
t h e  d i s p o s a l  o f  th e  S e c r e t a r y - G e n e r a l  o f  OPEC",
The a rm s le n g th  o i l  s a l e s  o u t s i d e  th e  i n t e g r a t e d  
n e tw ork  o f  th e  m ajo r  o i l  companies was i n c r e a s e d  d u r in g  th e  1 9 6 0 's .  
And as a  r e s u l t ,  b o th  th e  m ajo rs  and th e  governm ents  o f  p ro d u c in g  
c o u n t r i e s  w ere  con cern ed  abou t  i t s  e f f e c t  on p r i c e s  o f  p e t ro le u m  
p r o d u c t s .  P r e s s u r e  on p r i c e s  comes as a r e s u l t  o f  e n t r y  by any
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' 'newcomer” , w h e th e r  p r i v a t e  o r  s t a t e  owned company, w henever i t  
i s  done i n  such  a way as to  in d u ce  p r i c e  c u t t i n g .  The OPEC members 
b e l i e v e d  t h a t  c o - o p e r a t i o n  among th e  n a t i o n a l  o i l  companies would 
m in im ize  th e  e f f e c t  o f  t h e i r  e n t r y  i n t o  th e  m a rk e t .
The deve lopm en ts  i n  th e  i n d u s t r y  s in c e  1973 have changed th e  
s t r u c t u r e  o f  th e  o i l  b u s in e s s  i n  most o f  th e  m ain  o i l  e x p o r t i n g  
c o u n t r i e s  ( s e e  s e c t i o n  on changes i n  th e  o i l  i n d u s t r y  i n  th e  
e a r l y  1970’ s ) .  The m ain  f e a t u r e s  o f  t h e s e  changes i n  th e  c o u n t r i e s  
we a r e  c o n cern ed  w i th  were th e  u n i l a t e r a l  d e c i s i o n  on c rude  o i l  
p r i c e s  by th e  members o f  OPEC and th e  governm ent t a k e - o v e r  o f  th e  
c o n c e s s io n s ,  which meant governm ent c o n t r o l  o v e r  th e  o i l  p ro d u c in g  
com panies . T h is  s h i f t  o f  ow nersh ip  d id  n o t  change th e  p a t t e r n  o f  
l i f t i n g  i n  th e  m ajo r  o i l  p ro d u c in g  s t a t e s  im m e d ia te ly .  In  I r a n  
members o f  th e  fo rm er  c o n s o r t iu m  a c c o u n te d  f o r  m ost o f  th e  c rude  
o i l  e x p o r te d  from  I r a n  unde r  a new s a l e  and p u rc h a s e  ag reem en t  w i th  
NIOC. I n  Saud i A r a b ia ,  ARAMCO rem ained  th e  main e x p o r t e r ,  and 
i n  Kuwait BP and Gulf c o n t in u e d  to  e x p o r t  most o f  th e  o i l  p ro d u ce d .  
This  s i t u a t i o n  began  to  change l a t e r  as  some o f  th e  e x p o r t i n g  
c o u n t r i e s ,  w o r r i e d  a b o u t  th e  f a l l  i n  t h e i r  p r o d u c t i o n ,  s t a r t e d  t h e i r  
own d i r e c t  s a l e s  d r i v e ,  w hich f u r t h e r  s t i m u l a t e d  th e  a c t i v i t i e s  i n  
th e  c ru d e  o i l  m a r k e ts .
D i r e c t  S a le s  o f  Crude O il  by  th e  O i l  P ro d u c in g  C o u n t r ie s
So f a r  we have  m en tioned  v e ry  b r i e f l y  th e  c o n d i t io n s  i n  the  
c rude  o i l  m ark e t  i n  th e  1960’ s ,  and the  g r a d u a l  in v o lv e m e n t  o f  
th e  n a t i o n a l  o i l  companies i n  t h i s  m a rk e t .  Here we a t t e m p t  to
333
summarize th e  n a t u r e  of th e  p rob lem  a s s o c i a t e d  w i th  th e  s a l e s  o f  
crude  o i l  by th e  n a t i o n a l  o i l  com panies , w hich m igh t  d i r e c t l y  o r  
i n d i r e c t l y  e n t e r  th e  a rm s le n g th  t r a n a c t i o n  i n  th e  c rude  o i l  
m a r k e ts .  The p o l i c i e s  o f  th e  n a t i o n a l  o i l  companies o f  th e  t h r e e  
c o u n t r i e s  under  s tu d y  w i th  r e g a r d  to  d i r e c t  s a l e s  o f  crude, o i l ,  
a re  v e ry  i m p o r t a n t ;b e c a u se  o f  th e  n a tu r e  o f  t h e i r  o p e r a t i o n  and 
th e  p o s i t i o n s  o f  t h e i r . o i l  r e s e r v e s .
At p r e s e n t ,  t h e  N a t io n a l  I r a n i a n  O il  Com paq i s  in v o lv e d  i n  
a number o f  d i r e c t  s a l e s  o f  c ru d e  o i l ,  which amounted to  n e a r l y  
1 .4  m i l l i o n  b a r r e l s  p e r  day i n  1977, r e p r e s e n t i n g  n e a r l y  27 p e r  cen 
o f  t o t a l  e x p o r t s .  I n  K uw ait,  KNPC and KOC h a v e ,  so f a r ,  no 
s i g n i f i c a n t  s a l e s  o f  c rude  o i l  on t h e i r  own a c c o u n t ,  b u t  th e  
Kuwait O i l  M in i s t r y  has  been  in v o lv e d  i n  a number o f  d i r e c t  s a l e s .  
The s i t u a t i o n  i n  Saud i A ra b ia  i s  n o t  v e ry  c l e a r ,  and depends to  
some e x t e n t  on th e  outcome o f  f i n a l  n e g o t i a t i o n s  w i th  ARAMCO.
But P e tro m in  has  b e e n  in v o lv e d  i n  a number o f  c ru d e  o i l  s a l e s  
s in c e  1973, when u n d e r  th e  p a r t i c i p a t i o n  ag reem en t  c e r t a i n  amounts 
o f  c ru d e  became a v a i l a b l e  f o r  e x p o r t  by Saudi A r a b ia .  O ther  G ulf 
o i l  p ro d u c e r s  a r e  a l s o  a c t i v e  i n  l i n i n g  up cu s to m e rs  f o r  t h e i r  
d i r e c t  c rude  o i l  s a l e s .  Abu D habi, f o r  exam ple, h a s  s ig n e d  n e a r l y
tw en ty  d e a ls  f o r  th e  s a l e  o f  c rude  o i l  i n  1978.^ I t  must be n o te d
t h a t  w h e th e r  o i l  s a l e s  a r e  made by th e  n a t i o n a l  o i l  company o r  th e
M in i s t r y  o f  O i l ,  i t  does n o t  a l t e r  th e  r e s u l t  o f  t h i s  d i s c u s s i o n .
The l i k e l y  e f f e c t  ofi such  s a l e s  on th e  c rude  o i l  m arke t  depends 
on th e  o v e r a l l  governm ent p o l i c i e s  v i s - a - v i s  th e  amount o f  c rude  
o i l  i n v o lv e d  and th e  term s o f  s a l e s .
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The p o l i c i e s  o f  th e  o i l  p ro d u c in g  governm ents w i th  r e g a r d  
to  o i l  e x p o r t s  and p r i c e s  o f  c rude  o i l ,  l a r g e l y  depend on how 
th ey  se e  th e  f u t u r e  deve lopm ent i n  th e  w o r ld  p e t r o le u m  m a rk e t .
The p r e v a i l i n g  e x p e c t a t i o n  a t  p r e s e n t ,  which i s  s h a re d  e q u a l l y  by 
consumer s t a t e s ,  i s  t h a t  t h e r e  w i l l  be  a w o r ld  s c a r c i t y  o f  o i l  
s u p p l i e s  i n  th e  coming y e a r s .  The m a j o r i t y  o f  r e p o r t s  by r e p u t a b l e  
o r g a n i z a t i o n s  who have s t u d i e d  th e  w o r ld  ene rgy  s i t u a t i o n ,  a r e  i n  
l i n e  w i th  t h i s  t h r e a t  o f  o i l  s c a r c i t y ,  a l th o u g h  th e y  d i f f e r  on 
th e  e x a c t  d a te  o f  i t s  o c c u r r e n c e .  W hether t h i s  e x p e c t a t i o n  i s  
r i g h t  o r  wrong i s  n o t  th e  i s s u e  i n  t h i s  d i s c u s s i o n ,  r a t h e r  i t  i s  
th e  p o l i c i e s  b a s e d  on t h i s  a s su m p tio n  and t h e i r  co nsequences  w hich 
we a r e  a im ing  to  a n a ly s e .  The governm ents o f  I r a n ,  Saudi A ra b ia  
and Kuwait have a l l  i n d i c a t e d  t h i s  e x p e c t a t i o n  t h a t ,  w i t h i n  a 
s h o r t  t im e ,  o i l  s u p p l i e s  w i l l  become i n c r e a s i n g l y  s c a r c e ,  and i t  
h a s  b een  s u g g e s te d  t h a t  even  w i th o u t  OPEC, m ark e t  c o n d i t i o n s  would 
push  th e  o i l  p r i c e s  up i n  f u t u r e . ^
Im m e d ia te ly  a f t e r  th e  O c tobe r  War i n  1973, and th e  Arab o i l  
embargo w hich  fo l lo w e d ,  th e  f e a r  o f  f u t u r e  c o n t i n u a t i o n  o f  th e  t i g h t  o i l  
s u p p l i e s  pushed  up th e  p r i c e  o f  non-em bargoed  o i l ,  d i r e c t l y  s o ld  
by some p r o d u c e r s ,  to  r e c o r d  l e v e l s .  Even p r i o r  to  th e  O c tober  
War, th e  p ro d u c in g  governm ents  r e c o g n iz e d  th e  p r o f i t a b i l i t y  o f  
d i r e c t  o i l  s a l e s  when th e  t o t a l  demand f o r  p e t r o le u m  p r o d u c t s  was 
growing more r a p i d l y  th a n  th e  s u p p l i e s  o f  o i l  e n t e r i n g  th e  
m a r k e ts .  I t  was from  e a r l y  1973 t h a t  th e  n a t i o n a l  o i l  com panies , 
o r  t h e i r  g o v e rnm en ts ,  began  to  f o rm u la te  p o l i c i e s  f o r  d i r e c t  s a l e s  
o f  c ru d e  o i l .  The f u l l  t a k e - o v e r  o f  th e  c o n c e s s io n a r y  companies 
by th e  governm ents  f u r t h e r  enhanced  th e  f u t u r e  im p o r ta n c e  o f  such 
s a l e s .
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N a t io n a l  o i l  com pan ies1 d i r e c t  s a l e s  e n t e r e d  a new phase  
a f t e r  th e  o i l  s u p p ly  s c a r c i t y  was o v e r .  By 1975, th e  demand 
f o r  c rude  o i l  was n e a r l y  10 p e r  c e n t  below 1973 l e v e l s .  The 
e x p o r t  o f  o i l  from  some o f  th e  o i l  p ro d u c in g  c o u n t r i e s  was 
red u ced  c o n s id e r a b l y .  The m a jo r  o i l  com pan ies , i n  t h e i r  new 
r o l e  as  th e  l o n g - te rm  p u r c h a s e r s  o f  c ru d e  o i l ,  r ed u c e d  t h e i r  o f f ­
t a k e s ,  i n  some c a se s  r e g a r d l e s s  o f  t h e i r  p r i o r  commitments i n  
t h i s  r e s p e c t .  Some, o f  th e  governm ents o f  th e  p ro d u c in g  c o u n t r i e s  
s te p p e d  up d i r e c t  s a l e s  to  m a in ta in  t h e i r  r e v e n u e s .  These d i r e c t  
s a l e s  by th e  p r o d u c e r s  o c c a s i o n a l l y  in v o lv e d  b a r t e r  d e a l s ,  i n  w hich 
o i l  was exchanged f o r  i n d u s t r i a l  goods and arms.' (See T ab le  XVI. 1 .)
Hence, th e  d i r e c t  c rude  o i l  s a l e s  by th e  governm ents and the  
n a t i o n a l  o i l  companies o f  th e  e x p o r t i n g  c o u n t r i e s ,  which p ro v ed  
v e ry  p r o f i t a b l e  a t  th e  tim e  o f  o i l  su p p ly  s c a r c i t y ,  d id  n o t  l o s e  
i t s  momentum as th e  m ark e t  c o n d i t io n s  were r e v e r s e d .  T h is  t im e  
th e  s a l e s  were made to  m a in ta in  revenues  and d i v e r s i f y  th e  o u t l e t s  
f o r  th e  c o u n t r i e s  * c ru d e .  The amount o f  d i r e c t  s a l e s  o f  c rude  o i l  
by n a t i o n a l  o i l  companies w i l l  i n c r e a s e  i n  f u t u r e  f o r  a v a r i e t y  
o f  r e a s o n s ,  and i t  c o u ld  have  a s i g n i f i c a n t  e f f e c t  on th e  c rude  
o i l  m a r k e ts .
The Consequences o f  th e  D i r e c t  S a l e s o f  Cru d e  O i l  by N a t io n a l  
O i l  Companies
The c rude  o i l  w hich  e n t e r s  th e  m ark e t  f o r  a rm s le n g th  t r a d i n g  
a t  p r e s e n t  comes from  t h r e e  main s o u r c e s :  (a)  The m ajo r  i n t e r ­
n a t i o n a l  o i l  com pan ies ,  (b) o t h e r  in d e p e n d e n t  o i l  com panies , and 
(c) th e  n a t i o n a l  o i l  com panies . M ajor o i l  com pan ies ,  as  m en tio n ed
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b e f o r e  a c c o u n te d  f o r  m ost of th e  c ru d e  o i l  e n t e r i n g  t h i s  
m arke t th ro u g h o u t  t h e  1 9 6 0 's ,  and s t i l l  p l a y  a v e ry  im p o r ta n t  
r o l e .  M a jo r s '  a c t i v i t i e s  in  t h e  m a rk e t ,  a p a r t  from s a l e s  'of 
c ru d e  o i l ,  i n c lu d e d  exchanges o f  c e r t a i n  amounts o f  c ru d e  to  
o b t a i n  t h e i r  d e s i r e d  q u a l i t y  o f  o i l  f o r  downstream  f a c i l i t i e s .  
P r i o r  to  t h e  r e c e n t  changes i n  t h e  s t r u c t u r e  o f  t h e  i n d u s t r y ,
The m ajo r  i n t e r n a t i o n a l  o i l  companies t o g e t h e r  had a c c e s s  to  
c o n s id e r a b l e  amounts o f  e q u i t y  o i l  i n  e x c ess  o f  t h e i r  r e f i n i n g  
r u n s ,  w hich  c o u ld  have  been  p r o f i t a b l y  so ld  o r  exchanged i n  
t h i s  m a rk e t .  At p r e s e n t ,  most o f  t h e i r  e q u i t y  o i l  h a s  been 
r e p l a c e d  by lo n g - t e r m  s a l e s  and p u rc h a s e  ag reem en ts  w i th  th e  
p ro d u c in g  c o u n t r i e s .  The c o s t  of c ru d e  o i l  to  t h e  m ajo rs  under  
t h e s e  a r ra n g e m e n ts  i s  s t i l l  l e s s  th a n  th e  o t h e r  p u r c h a s e r s  of  
M iddle  E a s t e r n  c ru d e ,  w hich  g iv e s  them c o n s id e r a b l e  a d v a n ta g e  in  
t h i s  m a rk e t .
The r o l e  o f  t h e  in d e p e n d e n t  o i l  companies i n  th e  a rm s le n g th  
t r a d i n g  was a l s o  enhanced  as  t h e i r  c rude  o i l  p r o d u c t i o n  
expanded r a p i d l y .  In d e p e n d e n ts  a r e  a l s o  in v o lv e d  i n  some of  th e  
j o i n t  v e n tu r e s  w i th  t h e  n a t i o n a l  o i l  com pan ies ,  and a r e  d i r e c t  
p u r c h a s e r s  o f  c ru d e  o i l  from  t h e s e  c o u n t r i e s .  Some o f  t h i s  o i l  
w i l l  e v e n t u a l l y  e n t e r  th e  a r m s le n g th j t r a d i n g  th ro u g h  a number o f  
b r o k e r s ,  o r  by s p e c i a l  d e a l s  among th e  companies and r e f i n e r s  i n  
need o f  such  q u a l i t y  o f  o i l .
The n a t i o n a l ■o i l  companies a r e ’newcomers i n  c ru d e  m a r k e ts .  
The amount o f  o i l  s o ld  by them d i r e c t l y  i n  t h e  m arke t  i n  t h e  p a s t  
few y e a r s  was n o t  c o n s i d e r a b l e .  However, t h e i r  s a l e s  to  p a r t i e s
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who would u se  t h i s  m arket to  d i s p o s e  o f  o r  exchange p a r t  o f  
th e  c ru d e  o i l  in v o lv e d ,  makes them a v e ry  im p o r ta n t  e lem ent 
i n d i r e c t l y  f o r  th e  y e a r s  to  come. In  a d d i t i o n  t o  t h a t ,  as t h e  
n a t i o n a l  o i l  companies expand t h e i r  a c t i v i t i e s  i n  t h e  p ro d u c t  
m a r k e ts ,  i t  i s  p r o b a b le  t h a t  th e y  may u se  c rude  m a rk e ts  to  
a c q u i r e  t h e  r i g h t  package  of c ru d e  and p r o d u c t s  d e s i r e d  by th e  
c u s to m e rs .  A l l  t h i s  does n o t  imply a d r a s t i c  change i n  th e  
s t r u c t u r e  of th e  a r ra s le n g th  t r a n a c t i o n  i n  c ru d e  o i l .  What i t  
does  mean i s  t h a t  few companies have been  added to  th e  l i s t  of 
s u p p l i e r s  in  t h e  m a rk e t .  The on ly  q u e s t i o n  to  be a n a ly s e d  i s  
w he the r  th e  newcomers w i l l  c u t  p r i c e s  i n  c o m p e t i t io n  w i th  o th e r  
o i l  com pan ies ,  and move s i g n i f i c a n t l y  i n  c o m p e t i t io n  w i th  each  
o t h e r .
In  o r d e r  to  answer t h i s  q u e s t i o n ,  we x^ il l  c o n s id e r  two main 
c a s e s .  F i r s t ,  t h e  c a s e  where t o t a l  demand f o r  t h e  p e tro le u m  
p r o d u c t s  i s  growing r a p i d l y ,  and most m ajo r  o i l  s t a t e s  a r e  
p ro d u c in g  o i l  c lo s e  to  t h e i r  d e s i r e d  p r o d u c t io n  l e v e l s .  Second, 
we c o n s id e r  t h e  c a s e  where t h e  demand f o r  p e t ro le u m  p r o d u c t s  i s  
n o t  growing f a s t e r  th a n  what t h e  o i l  p ro d u c e r s  a r e  r e a d y  to  s e l l ,  
and t h e r e  i s  a c o n s i d e r a b l e  amount o f  u n u t i l i z e d  p r o d u c t io n  
c a p a c i t y  i n  t h e  m ajo r  o i l  p ro d u c in g  a r e a s .
Wien t h e  demand f o r  p e t ro le u m  p r o d u c ts  i s  r i s i n g  r a p i d l y ,  
t h e r e  f o l lo w s  a w orldw ide  p r e s s u r e  on i n s  t a i l e d  p r o d u c t i v e  c a p a c i ty  i n  th e
p ro d u c in g  c o u n t r i e s .  F u r th e rm o re ,  t h e  p r i c e s  o f  a rm s le n g th  
t r a n s a c t i o n  i n  c ru d e  o i l  m ark e ts  w i l l  show an upward t r e n d  in
g e n e r a l .  The n a t i o n a l  o i l  com panies , i n  t h i s  c a s e ,  can  e n t e r
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i n t o  short; and lo n g - te rm  ag reem en ts  w i th  t h e  f o r e i g n  o i l  
p u r c h a s e r s  a t  f a v o u r a b le  p r i c e s .  Whether t h e s e  com panies a r e  
i n t e g r a t e d  o i l  com panies o r  n o n - i n t e g r a t e d  r e f i n e r s  i s  n o t  v e ry  
i m p o r ta n t .  T here  w i l l  be  a l o t  o f  t r a n a c t i o n s s e x c h an g e s ,  e t c . ,  
i n  t h e  c ru d e  o i l  m arke t as t r a d e r s ,  r e f i n e r s  and th e  companies 
t r y  to  maximize t h e i r  re v e n u e s  on t h e  amount o f  c ru d e  o i l  th e y  
have p u rc h a se d  i n  such  c o n d i t i o n s .  Even i f  t h e  s t a t e  o i l  
com panies t r y  to  s e l l  some o i l  i n  t h i s  m ark e t  d i r e c t l y ,  th e  
e f f e c t s  w i l l  n o t  be much d i f f e r e n t ,  a p a r t  from t h e  f a c t  t h a t  some 
s a l e s  and p u rc h a s e s  would th e n  be s h i f t e d  from t h e  c o u n t r i e s  to  
c ru d e  o i l  m a r k e ts .  A l though  some ty p e s  o f  c ru d e  o i l  w i l l  s e c u r e  
a h ig h e r  p r i c e  i n  such  c i r c u m s ta n c e s ,  i t  i s  v e ry  d i f f i c u l t  to  
c o n c lu d e  w he ther  t h i s  d i r e c t  app roach  would be t h e  b e s t  c o u rs e  of 
a c t i o n  f o r  t h e  p r o d u c e r s .
On th e  o t h e r  hand , when th e  amount o f  c ru d e  o i l  w hich th e  
p ro d u c e r s  a r e  r e a d y  to  s e l l  i s  i n  e x c es s  o f  m arke t  demands, 
t h e r e  i s  no s c a r c i t y  of o i l  s u p p l i e s ,  th e  e f f e c t  o f  c ru d e  s a l e s  
by th e  n a t i o n a l  o i l  com panies would b e - q u i t e  d i f f e r e n t .  I t  i s  
a rgued  t h a t  t h e  c ru d e  o i l  o f f e r e d  i n  t h e  m arke t  by th e  n a t i o n a l  
o i l  com panies w i l l  in d u ce  p r i c e  c o m p e t i t io n  i n  b o th  c ru d e  and 
p ro d u c t  m a r k e ts .  The o n ly  way f o r  t h e  s t a t e  o i l  com panies to  
s e l l  i n  such  c o n d i t i o n s  i s  to  t r i m  p r i c e s ,  and as  t h e  c o s t  p e r  
i n c r e m e n ta l  b a r r e l  to  th e f t \ (co n s id e r in g  o n ly  th e  c o s t  o f  p r o d u c t io n  
and n o t  t h e i r  r e s p e c t i v e  g overnm en ta l  t a x '  r e g u l a t i o n s )  i s  n e a r l y  
f i f t y  t im es  l e s s  th a n  th e  p r i c e  a t  w hich  t h a t  same b a r r e l  co u ld  be
s o l d ,  t h e r e  i s  e v e ry  i n c e n t i v e  f o r  c o m p e t i t io n  among th e  n a t i o n a l
.. . 8o i l  com panies .
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In  th e  p a s t ,  th e  m ajo r  o i l  companies t r i e d  to  l i m i t  
s a l e s  o f  c ru d e  o i l  to  ' ’o u t s i d e r s " ,  and when the}7 d i d ,  p r i c e s  
were s e t  i n  such a way a s  to  make th e  c o s t  of c ru d e  o i l  to 
b u y e rs  so h ig h  as  to  r e s t r a i n  them from c o m p e t i t io n  i n  th e  
p ro d u c t  m a r k e ts .  Whenever th e  r a t e  o f  grow th  o f  s u p p ly  in ' t h e  
m arke t  exceeded  t h a t  of demand f o r  o i l ,  i t  led . to  a d e c l i n e  i n  
t h e  p r i c e  of p r o d u c t s .  I t  i s  argued  t h a t  n a t i o n a l  o i l  com panies , 
l a c k in g  th e  e x p e r ie n c e  o f  th e  m ajo r  o i l  com panies and i n c a p a b le  
o f  r e s t r a i n i n g  th e m s e lv e s  from  c o m p e t i t in g  w i l l  f o r c e  th e  
p r i c e s  down.
But t h e  n a t i o n a l  o i l  com panies a r e  n o t  n e c e s s a r i l y  p r i c e
c u t t e r s .  The n a t i o n a l  o i l  companies o f  t h e  o i l  p ro d u c in g  s t a t e s
do n o t  have t h e i r  own p o l i c i e s  w i th  r e g a r d  to  p r o d u c t i o n  l e v e l s
and p r i c e s  of c ru d e  o i l .  These com pan ies , a s  we have  e x p la in e d
b e f o r e ,  do n o t  o p e r a t e  in d e p e n d e n t ly ,  and th e  n a t u r e  o f  t h e i r
o p e r a t i o n s  i s  n o t  s i m i l a r  t o  companies such  as ENI o f  I t a l y  and
ERAP of F ra n c e .  The p r o d u c t i o n  and p r i c i n g  p o l i c i e s  a r e
d e te rm in e d  by t h e  governm en t, and n a t i o n a l  o i l  com panies on ly
i n f l u e n c e  t h i s  d e c i s i o n  by p r o v id in g  t h e  governm ent w i th
i n f o r m a t io n  r e g a r d in g  d i f f e r e n t  m a r k e ts ,  and a c t  a s  th e  h ig h
a d v i s o r y  c o u n c i l  on o i l  m a t t e r s .  Dr. A.H. T a h e r ,  th e  Governor
9o f  P e t ro m in ,  d i s c u s s e d  t h i s  p o i n t  i n  1974:
"  I f  we assume t h a t  i n t e r n a t i o n a l  p o l i t i c a l
f a c t o r s  d i c t a t e  a  f lo w  f o r  p r o d u c t i o n ,  and t h a t  
a t  c u r r e n t  p r i c e s  t h i s  f low  w i l l  i n v o lv e  re v e n u e s  
w hich  exceed th e  r e q u i r e m e n ts  o f  p ro d u c in g  
c o u n t r i e s  everi w i th  t h e  e x p a n s io n  o f  e x p e n d i tu r e  
on deve lopm ent and i n d u s t r i a l i z a t i o n  f a c i l i t i e s ,  
th e n  th e  m a t t e r  goes  beyond th e  r e c o g n iz e d
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r e s p o n s i b i l i t i e s  o f  th e  n a t i o n a l  o i l  com pan ies ,  
s i n c e  i n  my v iew  t h e i r  r o l e  s to p s  a t  t h e  l e v e l  
o f  p r o d u c t i o n  w hich c o r re s p o n d s  to  b a la n c e d  
n a t i o n a l  r e q u i r e m e n ts ,  and a t  t h a t  p o i n t  th e y  
w i l l  have  s e iz e d  t h e  o p p o r tu n i ty  a v a i l a b l e  and 
f a c e d  th e  c h a l l e n g e s  a r i s i n g  from  i t .  But th e  
m a t t e r  i s  i n  f a c t  much more c o m p l ic a te d  th a n  
t h a t ,  s i n c e  th e  n a t i o n a l  o i l  companies ca n n o t  
be  t r e a t e d  s e p a r a t e l y  from t h e  r e l a t e d  o i l  and 
m o n e ta ry  p o l i c i e s  o f  t h e  c o u n t r y ,  and th e  q u e s t i o n  
i n  r e a l i t y  needs  to  be. s e en  i n  an o v e r - a l l  manner 
w i th  th e  fram ework o f  OPEC and t h a t  o f  t h e  i n t e r ­
n a t i o n a l  economy "
F u r th e rm o re ,  t h e  n a t i o n a l  o i l  companies t r y  to  s e l l  o i l
o n ly  to  t h e  companies who u s e  i t  th e m s e lv e s .  Mien t h e  s a l e
o f  p a r t i c i p a t i o n  c ru d e  o i l  by th e  n a t i o n a l  o i l  company of  Saudi
A ra b ia ,  P e t ro m in ,  s t a r t e d  i n  1973, i t  was no t  o f f e r e d  to  t r a d e r s ,
and th e  c o n t r a c t s  c o n ta in e d  p r o v i s o s  t h a t  th e  b u y e r  m ust
s p e c i f y  t h e  a c t u a l  d e s t i n a t i o n  and a g re e  n o t  t o  r e s e l l  t h e  o i l
10p u rch a se d  from  P e t ro m in .  S i m i l a r l y ,  th e  N a t io n a l  I r a n i a n  O il  
Company h a s  c l e a r  p o l i c i e s  w i th  r e g a r d  to  d i r e c t  s a l e s ,  which 
r e s t r i c t  th e  d e a l s  w i th  t h o s e  companies who do n o t  u s e  th e  
p u rc h a se d  c ru d e  o i l  w i t h i n  t h e i r  own ne tw ork  and a r e  buy ing  th e  
o i l  f o r  t h e  p u rp o se  of r e s e l l i n g .  I n  Kuw ait, r o y a l t y  c ru d e  was 
o f f e r e d  f o r  d i r e c t  s a l e s  by th e  s t a t e  i n  e a r l y  1974. I n  t h i s  
c a s e  t o o ,  th e  c ru d e  o i l  s a l e s  were r e s t r i c t e d  to  t h e  d i r e c t  
u s e r s .  D i r e c t  s a l e s  by th e  S t a t e  of jAbu D habi, l i k e  K uw ait, 
in c lu d e d  p r o v i s i o n  t h a t  th e  b u y e rs  must u s e  t h e  o i l  i n  t h e i r  own 
r e f i n e r i e s ,  and m ust n o t  r e s e l l  t h e  c ru d e  w i th o u t  p e r m i s s i o n , ^
I n  a s h o r t  p e r i o d ,  be tw een  1973 and 1975, t h e  n a t i o n a l  o i l  
companies in v o lv e d  i n  t h e  s a l e s  o f  c ru d e  o i l  w ere  a c t i v e  i n  a 
m arke t  which was t r a n s fo rm e d  r a p i d l y  from a s e l l e r ’ s m ark e t  to
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t h a t  o f  a b u y e r .  I n  December 1973, t h e  N a t io n a l  I r a n i a n
O il  Company so ld  s u b s t a n t i a l  q u a n t i t i e s  of o i l  t o  American
and J a p a n e s e  f i r m s  a t  p r i c e s  up to  $17 p e r  b a r r e l ,  n e a r l y
f o u r  t im es  h ig h e r  th a n  t h e  s o - c a l l e d  m ark e t  p r i c e s  which OPEC
12c o u n t r i e s  had s e t  m  m id -O c tober  1973. The term s were 
n e g o t i a t e d  d u r in g  th e  Arab o i l  embargo and an e x tr e m e ly  t i g h t  
o i l  su p p ly  s i t u a t i o n  in  t h e  m a rk e t .
A few months l a t t e r  c o n d i t i o n s  were r e v e r s e d ,  and th e
b u y e rs  t r i e d  to  m in im ize  t h e i r  l i f t i n g  under  th e  c o n t r a c t .
Some of  t h e  J a p a n e s e  com panies were r e p o r t e d  to  have  s o ld  t h e  
I r a n i a n  o i l  a t  20 p e r  c e n t  d i s c o u n t  from  what th e y  had p a id
, 1 3
f o r  i t .  I n  Kuwait o n ly  25 p e r  c e n t  o f  t h e  o i l  o f f e r e d  by th e  
s t a t e  was s o l d , ^  S a le s  by I r a q ,  Abu Dhabi and Q a ta r  were a l l  
f a c in g  d i f f i c u l t y ,  b u t  none o f  them e f f e c t i v e l y  c u t  t h e i r  p r i c e s ,  
and none used  th e  s p o t  m ark e t  o r  th e  c ru d e  o i l  t r a d e r s  to  d i s p o s e  
o f  t h e i r  oil,*~*
I n  1975, r e g a r d l e s s  of t h e  d i f f i c u l t i e s  w hich  th e  n a t i o n a l  
o i l  com panies f a c e d  i n  s e l l i n g  c ru d e  o i l  on t h e i r  own a c c o u n t ,  
a p r i c e  war d id  n o t  d e v e lo p .  I n  t h i s  y e a r  t h e  o i l  p r o d u c t io n  i n
th e  M idd le  E a s t  d ropped  by n e a r l y  10 p e r  c e n t ,  b u t  th e  g e n e r a l
p r i c e  g u i d e l i n e  of  OPEC was o b se rv ed  by th e  n a t i o n a l  o i l  
com pan ies , and th e  d i s p u t e s  were m ain ly  b a sed  on th e  p r i c e s  o f  ; 
d i f f e r e n t  ty p e s  o f  c ru d e  o i l  (what i s  known a s  t h e  m arke t 
d i f f e r e n t i a l s ) .
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I n  December 1976, Saudi A ra b ia  l i f t e d  i t s  fo rm er  c e i l i n g  
o f  8 .5  m i l l i o n  b / d  of c ru d e  o i l  p r o d u c t i o n ,  and d e c id e d  to  go 
a g a i n s t  t h e  m a j o r i t y  o f  t h e  o i l  p ro d u c e r s  on th e  q u e s t i o n  o f  
p r i c e  i n c r e a s e s  a t  OPEC, C o n se q u e n tly  t h e r e  was more th a n  a 
m i l l i o n  b a r r e l s  p e r  day of o i l  p r o d u c t io n  c a p a c i ty  a v a i l a b l e  to  
t h e  Kingdom f o r  e x p o r t .  The s t a t e  o i l  company, P e t ro m in ,  was 
n o t  a l lo w e d  to  m ark e t  even a p o r t i o n  of t h i s  o i l ,  and th e  
governm ent, th ro u g h  th e  M in i s t r y  o f  P e t ro le u m  and M in e ra l  
R e s o u rc e s ,  a r r a n g e d  f o r  a l l  o f  th e  s a l e s .  T here  i s  a p o l i t i c a l  
f a c t o r  in v o lv e d ,  b o th  i n  r e l a t i o n  to  p r i c e s  and t o  p r o d u c t io n  
l e v e l s .  These d e c i s i o n s  a r e  t a k e n  i n  v iew  of o v e r a l l  governm ent 
p o l i c i e s ,  and a r e  o f t e n  used  to  o b t a i n  c e r t a i n  c o n c e s s io n  from 
th e  d ev e lo p ed  w o r ld .  Hence th e  n a t i o n a l  o i l  com panies a r e  n o t  
a l low ed  to  e n t e r  i n t o  a p r i c e  c u t t i n g  game, even  i f  t h e  m ark e t  
s i t u a t i o n  a l lo w s  i t .
F i n a l l y ,  i f  t h e  p a s t  some o f  th e  o i l  p ro d u c in g  c o u n t r i e s  
were i n  need of a d d i t i o n a l  o i l  rev e n u e s  f o r  t h e i r  deve lopm ent 
p l a n s ,  and were p r e s s i n g  f o r  more o i l  e x p o r t s  from  t h e i r  c o u n t r i e s .  
S in c e  1974, t h e  p ro d u c in g  s t a t e s  under  c o n s i d e r a t i o n  have  
accum ula ted  c o n s i d e r a b l e  f i n a n c i a l  r e s e r v e s ,  and i t  i s  u n l i k e l y  
t h a t  th e y  w i l l  i n d u lg e  i n  p r i c e  c u t t i n g  methods f o r  th e  sake  of 
s h o r t  ru n  e x t r a  r e v e n u e s .  C o n s id e r in g  th e  d i s c u s s i o n  above, 
and p a r t i c u l a r l y  th e  p o l i t i c a l  n a tu r e  o f  th e  d e c is io n -m a k in g  w i th  
r e g a r d  to  p r o d u c t i o n  and p r i c i n g  o f  c ru d e  o i l ,  i t  i s  im probab le  
t h a t  th e  n a t i o n a l  o i l  companies w i l l  s t a r t  a m ajo r  p r i c e  war i n  t h e  
m a r k e ts .  P r o f e s s o r  Adelman ( se e  t h e  b e g in n in g  of t h i s  c h a p te r )
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m ust have  c o n s id e r e d  th e  n a t i o n a l  o i l  companies a s  o r g a n i z a t i o n s  
d e s ig n e d  to  maximize rev e n u e s  f o r  t h e i r  g o ve rnm en ts .  And i n  
t h i s  way he  d i s r e g a r d e d  a m ajor  f a c t o r ,  namely th e  p o l i t i c a l  
a s p e c t  o f  t h e  o i l  b u s in e s s  i n  t h e  K id d le  E a s t ,
I t  m ust he n o te d  t h a t  even i f  th e  n a t i o n a l  o i l  companies
r e f r a i n  from  p r i c e  c u t t i n g ,  a s  th e y  have  done so f a r ,  th e  c ru d e
o i l  m arke t  does n o t  n e c e s s a r i l y  rem a in  ca lm . The m ajor o i l
companies w i l l  he  a c t i v e  i n  t h i s  m ark e t  a s  t h e  p r im e  e x p o r t e r s
16o f  th e  b u lk  o f  w orld  c ru d e  o i l  to  th e  downstream  m a r k e ts .
The p o s i t i o n  of in d e p e n d e n t  o i l  com panies , who a r e  a l s o  in v o lv e d  
i n  d i r e c t  s a l e s  from  t h e  s t a t e  o i l  com pan ies ,  i s  l e s s  c o m fo r ta b le  
as t h e  m arke t  p r i c e s  f a l l  under  th e  o f f i c i a l  v a l u e s ,  s i n c e  th e y  
do n o t  e n jo y  th e  same d i s c o u n t  t h a t  t h e  m a jo rs  g e t  under  t h e i r  
lo n g ” term  p u rc h a s e  a g re e m e n ts .  N a t io n a l  o i l  com panies a r e  
u rged  by t h e i r  governm ents  to  maximize t h e i r  s a l e s  w i th o u t  
d i s c o u n t i n g .  A l l  t h i s  would p ro b a b ly  le a d  to  an  a r e a  of 
a c t i v i t y  i n  t h e  c ru d e  o i l  m arke t which i s  c h a r a c t e r i z e d  by 
r a p i d  changes  i n  demand and p r i c e s .
To sum u p ,  t h e  d i r e c t  c ru d e  o i l  s a l e s  a c t i v i t i e s  o f  th e  
n a t i o n a l  o i l  com panies have in c r e a s e d  c o n s id e r a b l y  i n  t h e  p a s t  
y e a r s ,  and t h e i r  s a l e s ,  a t  p r e s e n t ,  i n d i r e c t l y  i n f l u e n c e  th e  
c ru d e  o i l  m a r k e ts .  I t  i s  u n l i k e l y  t h a t  th e  governm ents  of 
p ro d u c in g  s t a t e s  w i l l  a l lo w  th e  n a t i o n a l  o i l  com panies to  compete 
w i th  each  o t h e r  by p r i c e  c u t t i n g ,  as i t  would be c o u n te r ­
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p r o d u c t i v e  i n  t h e  long  r u n , and w i l l  n o t  be i n  harmony w i th  
t h e i r  o t h e r  p o l i t i c a l  and economic o b j e c t i v e s .  However, t h e  
m arke t  f o r  c ru d e  o i l  w i l l  become i n c r e a s i n g l y  im p o r ta n t  to  
b o th  o i l  p ro d u c e r s  and c o n su m ers , m ajor  o i l  com panies and 
in d e p e n d e n t  o i l  com panies and r e f i n e r s .
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CHAPTER X V I I
I
CONCLUSION
A C om para tive  R e c a p i t u l a t i o n  and 
th e  F u tu r e  Role  o f  t h e  N a t io n a l  O i l  Companies
‘.Many o f  th e  c o u n t r i e s  o f  th e  w o r ld  have s e t  up t h e i r  own 
n a t i o n a l  o i l  company r e g a r d l e s s  o f  t h e i r  economic deve lopm en t o r  t h e i r  
g e o g ra p h ic a l  p o s i t i o n .  The number o f  n a t i o n a l  o i l  companies i n  t h e  non -  
communist w o r ld  has  now exceeded  th e  one hund red  mark. They ran g e  
from  f u l l - s c a l e  m onopo lies  ru n n in g  an i n t e g r a t e d  o p e r a t i o n  t o  th o se  
newly e s t a b l i s h e d  s t a t e  o i l  companies h o ld in g  a s h a re  i n  t h e  c a p i t a l  
o f  a s i n g l e  r e f i n e r y  on b e h a l f  o f  th e  governm ent i n  some c o u n t r i e s  
o f  A s ia  o r  A fr ica . .  The d e s i r e  o f  governm ents to  e n t e r  th e  o i l  
b u s in e s s  i s  b a s e d  on a v a r i e t y  o f  r e a s o n s ,  b u t  i n  g e n e r a l  one o r  a l l  
th e  f o l l o w in g  a rgum ents  a r e  o f t e n  used  i n  d e fe n c e  o f  th e  e s t a b l i s h m e n t  
o f  th e  s t a t e  o i l  v e n tu r e :
a) The i n t e r n a t i o n a l  o i l  companies may f a i l  to  deve lop  th e  
o i l  r e s o u r c e s  o f  t h e  c o u n try  f u l l y  b e c a u s e  th e y  have  o t h e r  
i n t e r e s t s  e l s e w h e r e .
b) A s ta t e -o w n e d  o i l  company adds to  n a t i o n a l  s e c u r i t y ,  
e s p e c i a l l y  i f  t h e r e  a r e  in d ig e n o u s  s o u rc e s  o f  o i l  and 
gas w i t h i n  t h e  c o u n try .
c) The e n e rg y  r e q u i r e m e n t  and i t s  developm ent i s  c o n s id e r e d  
to  be among governm ent r e s p o n s i b i l i t i e s .
d) The n a t i o n a l  o i l  company can e n t e r  i n t o  a v a r i e t y  o f  b a r t e r  
ag reem en ts  and s t a t e - t o - s t a t e  d e a l s ,  e s p e c i a l l y  w i th  th e  
e a s t e r n  b l o c  c o u n t r i e s ,  som eth ing  t h a t  i n t e r n a t i o n a l  o i l
. companies do n o t  p r o v id e .
e) There  i s  c o n s id e r a b l e  h o s t i l i t y  tow ards  th e  i n t e r n a t i o n a l  
o i l  com panies and f o r  p o l i t i c a l  r e a s o n s  some governm ents  
do n o t  w ant to  be se en  as l e a v in g  o i l  m a t t e r s  e n t i r e l y  to  
t h e  d i s c r e t i o n  o f  t h e s e  f i r m s .
T h is  s tu d y  i s  c o n c e n t r a t e d  on th e  n a t i o n a l  o i l  companies o f  t h r e e  
m a jo r  o i l  e x p o r t i n g  c o u n t r i e s  o f  th e  M iddle E a s t ,  namely I r a n ,  Kuwait 
and Saud i A r a b ia .  I r a n  was t h e  f i r s t  c o u n try  i n  th e  r e g i o n  to  
e s t a b l i s h  i t s  o i l 'c o m p a n y ,  more th a n  tw e n ty - s e v e n  y e a r s  ago . Kuwait
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and Saud i A ra b ia  form ed t h e i r  n a t i o n a l  o i l  companies i n  th e  e a r l y  
1960’ s ,  The fo rm er  a l lo w e d  p r i v a t e  c a p i t a l  to  t a k e  p a r t  i n  th e  
company, and f o r  some f i f t e e n  y e a r s  Kuwait c i t i z e n s  c o u ld  buy s h a re s  
i n  t h i s  company b e f o r e  th e  governm ent bough t  a l l  t h e  s h a r e s ,  and 
became th e  s o l e  owner. The s i g n i f i c a n c e  o f  th e  s t a t e  o i l  company 
o f  Saudi A r a b ia  a r i s e s  from, th e  em erging  and v i t a l  r o l e  o f  t h i s  
c o u n try  i n  th e  f u t u r e  w o r ld  p e t r o le u m  m a rk e t .
We began  t h i s  s tu d y  w i th  a g e n e r a l  background  w hich  was 
r e l e v a n t  to  t h e  e s t a b l i s h m e n t  and developm ent o f  th e  n a t i o n a l  o i l  
companies o f  I r a n ,  Kuwait and Saud i A ra b ia .  These i n c lu d e d  th e  
im p o r ta n c e  o f  t h e  c o n c e n t r a t i o n  o f  c o n t r o l  o f  th e  m a jo r  i n t e r n a t i o n a l  
o i l  com panies in  t h e  w o r ld  p e t r o le u m  m a r k e t s , t h e  deve lopm ent o f  t h e  
o i l  i n d u s t r y  i n  th e  decade  o f  th e  1 9 6 0 's  and th e  changes i n  th e  . 
s t r u c t u r e  o f  th e  o i l  i n d u s t r y  w hich happened  i n  th e  eax-ly 1970' s .
I n  P a r t s  2-4  th e  n a t i o n a l  o i l  companies o f  th e  above c o u n t r i e s ,  
namely th e  N a t io n a l  I r a n i a n  O i l  Company, th e  G e n e ra l  P e t ro le u m  and 
M in e ra l  O r g a n iz a t io n  and th e  Kuwait N a t io n a l  P e t ro le u m  Company were 
d i s c u s s e d  i n  some l e n g t h .  The em phasis  was p l a c e d  m a in ly  on th e  
e s t a b l i s h m e n t  o f  t h e s e  com pan ies ,  t h e i r  deve lopm ent and th e  p r e s e n t  
r o l e  and a c t i v i t i e s  o f  each  w i t h i n  t h e i r  r e s p e c t i v e  c o u n t r y  and o u t s i d e .  
Two m ajo r  i s s u e s  -  th e  c o n c e p t  o f  i n t e g r a t i o n  and th e  s a l e s  o f  c rude  
by th e  n a t i o n a l  o i l  companies -  were a l s o  d i s c u s s e d  i n  th e  p r e c e d in g  
two c h a p t e r s .
I n  t h i s  c h a p te r  we s h a l l  c o n c lu d e  th e  s tu d y  w i th  a c o m p a ra t iv e  
r e c a p i t u l a t i o n  o f  th e  n a t i o n a l  o i l  companies unde r  d i s c u s s i o n  and 
t h e i r  f u t u r e  r o l e  i n  th e  w o r ld  p e tro le u m  m a r k e t s . Here we t a l k  o f
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t h e  s i m i l a r i t i e s  and d i f f e r e n c e s  among th e s e  com pan ies , c o n s id e r in g  
t h e i r  e s t a b l i s h m e n t ,  n a t u r e  o f  deve lopm en t,  a c t i v i t i e s  and o t h e r  
r e l e v a n t  i s s u e s , .  Then th e  d e v e lo p in g  r o l e  o f  t h e  companies w i l l  be 
d i s c u s s e d ,  w i th  r e g a r d  to  t h e i r  com m ercial p o l i c i e s  and o b j e c t i v e s .  
W ith in  t h i s  framework th e  scope  f o r  c o n f l i c t  o r  c o - o p e r a t i o n  among 
th e  n a t i o n a l  o i l  companies w i l l  be  a n a ly s e d .
S i m l l a r i e s  and D i f f e r e n c e s  o f  th e  N a t io n a l  O il  Compan i e s  Under S tudy
The t h r e e  s ta te -o w n e d  o i l  companies d i s c u s s e d  i n  t h i s  w ork ,
namely th e  N a t io n a l  I r a n i a n  O i l  Company, t h e  Kuwait N a t io n a l
P e t ro le u m  Company and th e  G en e ra l  P e t ro le u m  and M in e ra l  O r g a n i s a t io n
have some g e n e r a l  re se m b la n c e  i n  t h e i r  o b j e c t i v e s  and th e  n a t u r e  o f
t h e i r  a c t i v i t i e s .  To s t a r t  w i th  th e y  a l l  began  t h e i r  o p e r a t i o n s  by
t a k i n g  o v e r  t h e  d i s t r i b u t i o n  o f  p e t r o le u m  p r o d u c t s  w i t h i n  t h e
\
c o u n tr y .  The governm ents  g r a n t e d  t h e s e  companies t h e  m o n o p o l i s t i c  
r i g h t  to  m ark e t  p r o d u c t s  i n s i d e  t h e  c o u n t r y ,  and w i t h i n  a few y e a r s  
o f  t h e i r  e s t a b l i s h m e n t ,  th e  s t a t e  o i l  companies were i n  f u l l  c o n t r o l  
o f  i n t e r n a l  m a rk e t in g  o f  p e t r o le u m  p r o d u c t s .  These companies have  
c o n s t r u c t e d  t h e i r  own i n s t a l l a t i o n s ,  o r  p u rc h a s e d  th e  e x i s t i n g  o u t l e t s  
owned by f o r e i g n  companies f o r  d i s t r i b u t i o n  o f  p r o d u c t s  i n  th e  l o c a l  
m a r k e t .
The o b j e c t i v e s  o f  t h e  n a t i o n a l  o i l  companies o f  t h e  o i l  p ro d u c in g  
c o u n t r i e s  i s  g e n e r a l ,  and th o s e  o f  t h e  above t h r e e  companies i n  
p a r t i c u l a r ,  a r e  l a r g e l y  th e  same, d e s p i t e  m inor d i f f e r e n c e s  w hich 
were i n c lu d e d  to  t a k e  a c c o u n t  o f  th e  p a r t i c u l a r  a s p e c t s  o f  th e  o i l
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i n d u s t r y  i n  each  c o u n t r y .  The f i r s t  o b j e c t i v e  o f  th e  n a t i o n a l  o i l  
companies was to  u n d e r ta k e  a l l  p e t ro le u m  o p e r a t i o n s  w i th m  th e ,  
c o u n tr y .  The p e t r o le u m  laws and s t a t u t e s  o f  th e  n a t i o n a l  o i l  
companies a r e  worded i n  such  a way t h a t  f o r e i g n  o i l  f i r m s  a r e  a l s o  
a l lo w e d  to  ta k e  p a r t  i n  th e  developm ent o f  th e  o i l  i n d u s t r y  i n  th e  
c o u n tr y .  I n  o t h e r  w o rd s ,  th e  s t a t e  o i l  companies w ere  n o t  g iv en  an 
e x c l u s i v e l y  m o n o p o l i s t i c  r i g h t  f o r  e x p l o r a t i o n ,  p r o d u c t i o n  and
r e f i n i n g  o f  o i l ,  m a in ly  due to  th e  f a c t  t h a t  th e y  w ere  n o t  r e a d y  f o r
th e  jo b  and th e  a s s i s t a n c e  o f  l a r g e  i n t e r n a t i o n a l  f i rm s  was n e e d ed ,  
e s p e c i a l l y  f o r  c ru d e  o i l  e x p o r t s .
The deve lopm ent and e x p l o i t a t i o n  o f  n a t i o n a l  o i l  and gas
r e s o u r c e s  i s  a l s o  among t h e  o b j e c t i v e s  o f  t h e  n a t i o n a l  o i l  com panies . 
The a r e a s  r e l i n q u i s h e d  by th e  f o r e i g n  companies w ere  a l l o c a t e d  f o r  
th e  e x p l o r a t i o n  a c t i v i t i e s  o f  t h e  s ta te -o w n e d  o i l  company. I n  I r a n ,  
NIOC s ig n e d  i t s  f i r s t  j o i n t  v e n tu r e  ag reem en t i n  1957, and th e  f i r s t  
c o n t r a c t  ag reem en t  i n  1966. A cco rd ing  to  t h e s e  ag reem en ts  th e  f o r e i g n  
o i l  company becomes a  p a r t n e r  o r  a c o n t r a c t o r  o f  th e  N a t io n a l
I r a n i a n  O i l  Company. I n  1968, t h e  Kuwait governm ent g r a n t e d  KNPC a
p e t ro le u m  c o n c e s s io n  to  be j o i n t l y  o p e r a te d  w i th  a  f o r e i g n  o i l  
company i n  th e  a r e a s  r e l i n q u i s h e d  by th e  Kuwait O i l  Company. I n  Saudi 
A r a b ia ,  t h e r e  a r e  a l s o  s i m i l a r  j o i n t  v e n tu r e  ag reem en ts  i n  w hich 
PETROMIN i s  a  p a r t y .
A no the r  common o b j e c t i v e  o f  th e  n a t i o n a l  o i l  com panies i s  
i n t e g r a t i o n  and d i v e r s i f i c a t i o n .  The s t a t u t e s  o f  a l l  t h e  companies
unde r  s tu d y  p r o v id e  f o r  t h e i r  engagement i n d i v i d u a l l y  o r  i n
p a r t i c i p a t i o n  w i t h  o t h e r s ,  i n  b o th  downstream and u p s tr e a m  o p e r a t io n s
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i n s i d e  o r  o u t s i d e  t h e i r  r e s p e c t i v e  c o u n t r i e s  ( s e e  C h ap te r  15).
In  I r a n  t h e  N a t io n a l  I r a n i a n  O il  Company i s  now i n  f u l l  c o n t r o l  
o f  p r o d u c t i o n ,  r e f i n i n g  and m a rk e t in g  o f  p e t ro le u m  p r o d u c t s  w i t h i n  
th e  c o u n t r y .  S i m i l a r l y  i n  Kuwait t h e  n a t i o n a l  o i l  company h a s  now 
ta k e n  o v e r  from t h e  f o r e i g n  f i rm s  a l l  o i l  p r o d u c t io n  and r e f i n i n g  
i n  th e  c o u n try  and i n  th e  N e u t r a l  Zone u n d e r  Kuwait a d m i n i s t r a t i o n .  
W hile some o f  t h e  n a t i o n a l  o i l  companies have  a c h ie v e d  f u l l  
i n t e g r a t i o n  i n  t h e  o i l  i n d u s t r y  o f  t h e i r  c o u n t r y ,  t h e i r  e f f o r t s  to  
expand t h a t  i n t e g r a t e d  and d i v e r s i f i e d  a c t i v i t y  beyond t h e i r  
b o r d e r s  have  so f a r  b e e n  l i m i t e d .  NIOC, f o r  exam ple , has  made a 
number o f  j o i n t  v e n tu r e  agreem ent w i th  f o r e i g n  f i rm s  f o r  e x p l o r a t i o n  
and r e f i n i n g  o u t s i d e 1 I r a n .  But t h e s e  a c t i v i t i e s  have  b een  made on 
a v e ry  l i m i t e d  s c a l e .
In  t h e  p a s t  one o f  t h e  o b j e c t i v e s  o f  t h e  n a t i o n a l  o i l  companies 
was t h e  s u p e r v i s i o n  and im p le m e n ta t io n  o f  t h e  c o n c e s s io n  agreem ents ' 
h e ld  by th e  f o r e i g n e r s .  T h is  r e s p o n s i b i l i t y  was g r a d u a l l y  s h i f t e d  
to  t h e  o i l  m i n i s t r y ,  o r  o t h e r  r e l e v a n t  governm ent agency . With t h e  
100 p e r  c e n t  t a k e - o v e r  o f  t h e  c o n c e s s io n s  by th e  g o v e rn m e n ts , i th i s  
o b j e c t i v e ,  w hich  was s h a re d  by many n a t i o n a l  o i l  com panies , i s  no 
lo n g e r  r e l e v a n t .
A no ther  s i m i l a r i t y  among th e  n a t i o n a l  o i l  companies i s  t h a t  th e y  
a l l  depend on th e  governm ent f o r  f i n a n c in g  o f  t h e i r  p r o j e c t s .  The . 
rev e n u e s  o f  d o m e s t ic  m a rk e t in g  o f  p e t ro le u m  p r o d u c t s  a r e  o f t e n  n o t  
a d e q u a te ,  and th e  companies have  to  keep th e  p r i c e s  o f  p r o d u c t s  a t
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t h e  l e v e l  demanded by th e  governm ent r e g a r d l e s s  o f  i n c r e a s e s  i n  
t h e i r  o p e r a t i n g  c o s t s .  I n  Kuwait a f t e r  th e  t a k e - o v e r  o f  KNPC by 
th e  governm ent, t h e  p r i c e s  o f  p e t r o le u m  p r o d u c t s  i n  t h e  c o u n try  
were  r e d u c e d  c o n s id e r a b l y .  M ajor e x p a n s io n  p l a n s  o f  t h e  n a t i o n a l  
o i l  companies a r e  a l s o  c o n t r o l l e d  by t h e  g o v e rnm en ts ,  and a r e  
a d ju s t e d  to  t h e  o v e r - a l l  deve lopm ent p l a n s  w i t h i n  t h e  c o u n t r y .  
F u r th e rm o re ,  m ost o f  the. s t a t e -o w n e d  o i l  companies c a n n o t  r e l y  
on f o r e i g n  b o r ro w in g  on t h e i r  own a c c o u n t s . Such lo a n s  must 
o b v io u s ly  be  approved  by t h e  governm ent a t  t h e  h i g h e s t  l e v e l s ,  as 
th e  governm ent n o rm a l ly  becomes t h e  g r a n t o r  o f  such  l o a n s .
Some o f  t h e  n a t i o n a l  o i l  companies a r e  in v o lv e d  i n  t h e  s a l e s  o f  
c rude  o i l  to  v a r i o u s  c u s to m e rs ,  b u t  th e y  have  no p r i c i n g  p o l i c y  o f  
t h e i r  own. The governm ents  g iv e  s p e c i f i c  p r i c i n g  i n s t r u c t i o n s  f o r  
such s a l e s ,  w hich  have  i n c r e a s e d  c o n s id e r a b ly  a f t e r  t h e  r e c e n t  changes 
i n  th e  s t r u c t u r e  o f  t h e  o i l  i n d u s t r y  i n  th e  M iddle  E a s t .  KNPC was 
n e v e r  a l lo w e d  to  s e l l  s u b s t a n t i a l  q u a n t i t i e s  o f  c rude  o i l ,  and th e  
o i l  m i n i s t r y  i n  Kuwait i s  m a in ly  r e s p o n s i b l e  f o r  such  s a l e s .  NIOC 
and PETROMIN, who a r e  in v o lv e d  i n  s a l e s  o f  s u b s t a n t i a l  q u a n t i t i e s  of 
o i l ,  f o l lo w  th e  governm ent p r i c i n g  polic}^ v e ry  c a r e f u l l y .  W hile 
n a t i o n a l  o i l  companies ca n n o t  d e v i a t e  from  th e  governm ent p r i c i n g  
fo rm u la  f o r  c ru d e  o i l ,  th e y  have  more f l e x i b i l i t y  i n  t h e  e x p o r t  
p r i c e s  o f  p r o d u c t s . KNPC has  been  in v o lv e d  i n  v a r i o u s  d e a l s  f o r  
s a l e s  o f  p r o d u c t s  r e f i n e d  i n  i t s  e x p o r t  r e f i n e r y  a t  S h u a ib a .  NIOC 
i s  a l s o  becom ing i n c r e a s i n g l y  in v o lv e d  i n  p r o d u c t  s a l e s  from  th e  
Abadan r e f i n e r y .  The p r i c e s  i n  such  s a l e s  so f a r  have been  m a in ly  
d e te rm in e d  by th e  s t a t e  o i l  com panies .
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I t  m ust b e  n o te d  t h a t  m ost o f  th e  n a t i o n a l  o i l  companies 
p l a y  an im p o r ta n t  r o l e  i n  a d v i s i n g  th e  governm ents on t h e i r  o i l  
and gas p o l i c i e s .  These companies employ a l a r g e  number o f  
e n g in e e r s ,  e c o n o m is ts  and o i l  t e c h n i c i a n s ,  and a r e  i n  a good 
p o s i t i o n  to  a d v is e  t h e  governm ent on i t s  p r o j e c t s .  So i n d i r e c t l y  
th e y  i n f l u e n c e  th e  o v e r - a l l  d e c i s i o n s  o f  t h e  governm ents  v i s - a - v i s  
p r i c i n g ,  j o i n t  v e n tu r e  ag reem en ts  and o t h e r  m a jo r  o i l  and gas p r o j e c t s .
The deve lopm ent o f  th e  o i l  i n d u s t r y  i n  I r a n ,  Kuwait and Saudi 
A ra b ia  h a s  a l s o  shown a  c e r t a i n  resem b lan ce  i n  t h e  p a s t  few y e a r s .
I n  a l l  t h e s e  c o u n t r i e s  th e  o p e r a t i o n s  o f  th e  o n ly  s t a t e  o i l  company 
h as  b e e n  narrow ed  down by th e  e s t a b l i s h m e n t  o f  o t h e r  s ta te -o w n e d  
e n t i t i e s .  I n  I r a n  th e  N a t io n a l  I r a n i a n  Gas Company and N a t io n a l  
P e t ro c h e m ic a l  Company, w hich  were among s u b s i d i a r i e s  o f  NIOC, a r e  
now c o m p le te ly  i n d e p e n d e n t ,  NIOC i s  no lo n g e r  in v o lv e d  i n  p e t r o ­
c h em ica l  and gas p r o j e c t s  w hich would be  h a n d le d  by t h e s e  com panies .
In  Saudi A ra b ia  PETROMIN i s  no lo n g e r  r e s p o n s i b l e  f o r  a l l  t h e  o i l  
and m in e r a l  r e s o u r c e s .  A new wholly-ow ned governm ent company, t h e  
Saudi Company f o r  B a s ic  I n d u s t r i e s ,  was s e t  up t o  u n d e r t a k e  i n d u s t r i a l  
p r o j e c t s ,  PETROMIN’ s r o l e  was red u c e d  to  r e f i n i n g ,  t r a n s p o r t a t i o n ,  
d i s t r i b u t i o n  and m a rk e t in g  o f  o i l  i n t e r n a l l y  and a b ro a d .  I n  Kuwait 
a l s o ,  th e  r e s p o n s i b i l i t i e s  f o r  o i l  p r o d u c t i o n ,  r e f i n i n g  f o r  e x p o r t  
and p e t r o c h e m ic a l s  a r e  g iv en  to  t h e i r  d i f f e r e n t  s ta t e -o w n e d  o i l  
co m p an ies .
I n  g e n e r a l ,  t h e  a c t i v i t i e s  o f  t h e  n a t i o n a l  o i l  companies -  
w hich i n  m ost c a se s  in v o lv e d  gas p r o j e c t s ,  p e t r o c h e m ic a l  v e n tu r e s  and
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o t h e r  a c t i v i t i e s  ~ a r e  now c o n c e n t r a t e d  m a in ly  011 o i l ,  and th e y  no 
l o n g e r  a r e  d i r e c t l y  r e s p o n s i b l e  f o r  o t h e r  p r o j e c t s .  T h is  p r o c e s s  
was somehow c o n t r a r y  to  th e  o b j e c t i v e  o f  d i v e r s i f i c a t i o n  w hich was 
s h a re d  by  m ost o f  t h e  n a t i o n a l  o i l  companies a t  th e  t im e  o f  t h e i r  
e s  t a b l i  sh m en t .
The d i f f e r e n c e s  among t h e  n a t i o n a l  o i l  companies u n d e r  
c o n s i d e r a t i o n  a r e  m ain ly  their~ s i z e  and th e  r o l e  w h ich  th e y  p l a y  i n  
t h e  o i l  i n d u s t r y  o f  th e  c o u n tr y .  NIOC's employs more t h a n  40 ,000  
p e o p le  as a g a i n s t  KNPC's t o t a l  o f  2 ,6 0 0 ,  w hich c o n s i s t s  o f  n e a r l y  
85 p e r  c e n t  n o n -K u w a i t i s .  PETROMINf s work f o r c e  i s  a l s o  v e ry  sm a l l  
when compared to  t h a t  o f  NIOC.
These n a t i o n a l  o i l  com pan ies ,  r e g a r d l e s s  o f  t h e i r  o b j e c t i v e s ,  
p l a y  a d i f f e r e n t  r o l e  i n  th e  p e t ro le u m  i n d u s t r y  o f  t h e i r  r e s p e c t i v e  
c o u n t r i e s .  F o r  exam ple, NIOC i s  a t  p r e s e n t  a c t i v e  i n  a l l  a s p e c t s  
o f  t h e  o i l  i n d u s t r y  i n  I r a n .  I n  t h e  s o u th e r n  o i l  f i e l d s  n e a r ly '  a l l  
o f  t h e  o p e r a t i o n s  a r e  c o n t r o l l e d  by th e  n a t i o n a l  o i l  company. The 
e x p l o r a t i o n  f o r  o i l  i s  g e n e r a l l y  l e f t  to  t h e  f o r e i g n  o i l  companies 
who would a c t  as NIOC's c o n t r a c t o r s .  But t h e  company has  been  
in v o lv e d  i n  some e x p l o r a t i o n  and developm ent a c t i v i t i e s  on i t s  own, 
o r  i n  p a r t n e r s h i p  w i th  o t h e r  o i l  com panies . NIOC i s  a l s o  r e s p o n s i b l e  
f o r  t h e  r o l e  o f  c ru d e  o i l  and p e t ro le u m  p r o d u c t s  on i t s  own a c c o u n t .
KNPC on th e  o t h e r  hand  i s  m a in ly  r e s p o n s i b l e  f o r  t h e  d o m es t ic  
m a rk e t in g  and s a l e s  o f  p e t r o le u m  p r o d u c t s  a b ro a d .  The company i s  
n e i t h e r  in v o lv e d  i n  c ru d e  o i l  p r o d u c t i o n ,  w hich i s  h a n d le d  by a n o th e r  
s t a t e  o i l  company, n o r  i n  th e  s a l e  o f  c ru d e  o i l ,  w hich i s  th e
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r e s p o n s i b i l i t y  o f  th e  o i l  m i n i s t r y .  A m ajo r  d i f f e r e n c e  be tw een  KNPC 
and th e  o t h e r  n a t i o n a l  o i l  companies u n t i l  1975, was t h a t  i t  was 
40 p e r  c e n t  owned by th e  p r i v a t e  s h a r e h o l d e r s .  But t h e  governm ent, 
as  m en tioned  e a r l i e r ,  b o ugh t  th e  p r i v a t e  s h a re s  a f t e r  t h e  f u l l  t a k e ­
o v e r  o f  t h e  Kuwait O i l  Company.
PETROMIN's r o l e ,  as  m en tioned  b e f o r e ,  has  been  red u c e d  to  
m a r k e t in g ,  r e f i n i n g ,  d i s t r i b u t i o n  and t r a n s p o r t a t i o n  o f  p e tro le u m  
b o th  i n s i d e  Saud i A ra b ia  and a b ro a d .  T h is  company h a s  been  in v o lv e d  
i n  s a l e s  o f  c e r t a i n  amounts o f  c ru d e  o i l  w hich  w ere  a l l o c a t e d  to  i t  
by  th e  governm ent. I t  a l s o  c o n t r o l s  t h r e e  companies w hich  a r e
in v o lv e d  i n  e x p l o r a t i o n  and d r i l l i n g  a c t i v i t i e s ,  b u t  u n l ik e  NIOC,
does n o t  have  any s i g n i f i c a n t  r o l e  i n  th e  a c t u a l  c ru d e  o i l  p r o d u c t io n  
w i t h i n  the-Kingdom . Crude o i l  p r o d u c t io n  i s  c a r r i e d  o u t  by ARAMCO, 
and i t  i s  p r o b a b le  t h a t  even  a f t e r  th e  f u l l  t a k e - o v e r  o f  t h i s  company 
by th e  governm en t, c rude  o i l  p r o d u c t io n  and e x p a n s io n  o f  p ro d u c t io n ,  
c a p a c i t y  i n  th e  Kingdom would rem a in  i n  ARAMCOf s h a n d s .
The P o l i t i c a l  N a tu re  o f  t h e  N a t io n s . 1 O i l  Companies
In  t h e  p r e v io u s  c h a p te r s  we d i s c u s s e d  th e  e s t a b l i s h m e n t  o f  
t h e  n a t i o n a l  o i l  companies unde r  c o n s i d e r a t i o n  i n  g r e a t  d e t a i l .
T h is  d i s c u s s i o n  showed t h a t  i n t e r n a l  and e x t e r n a l  p o l i t i c a l  f o r c e s  
had p la y e d  a m ajo r  r o l e  i n  t h e  e s t a b l i s h m e n t  and deve lopm ent o f  t h e s e  
o i l  com pan ies . P o l i t i c s  s t i l l  p l a y s  an im p o r ta n t  r o l e  i n  th e  a f f a i r s  
o f  s t a t e  o i l  v e n tu r e s  and dom ina tes  t h e i r  n a t u r e  o f  o p e r a t i o n s  and 
f u t u r e  p l a n s .  N a t io n a l  o i l  companies canno t  be  judged  w h o l ly  on
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economic c r i t e r i a .  They a r e  sometimes a s s ig n e d  by th e  governm ent 
to  f u l f i l  p o l i t i c a l  and s o c i a l  t a s k s  in  w hich th e  p r i v a t e  o i l  companies 
do n o t  g e t  in v o lv e d . .  In  many c a se s  th e  s t a t e  o i l  v e n tu r e  h a s  
to  s u p p ly  p e t ro le u m  p r o d u c t s  a t  uneconomic p r i c e s  and may have to  
c a r r y  e x c e s s iv e  p e r s o n n e l .
I t  i s  v e ry  d i f f i c u l t  f o r  any s u c c e s s f u l  o i l  company to  o p e r a t e  
and a t  t h e  same t im e  d i s r e g a r d  th e  p o l i t i c a l  n a t u r e  o f  th e  o i l  
b u s i n e s s .  The d i f f e r e n c e  be tw een  a n a t i o n a l  o i l  company and th e  
i n t e r n a t i o n a l  o i l  companies i n  t h i s  r e s p e c t  i s  t h a t  t h e  f o r m e r 's  
in v o lv e m e n t  i n - t h e  o i l  b u s in e s s  i s  p r i m a r i l y  b a se d  on s e r v in g  th e  
i n t e r e s t  o f  one c o u n t r y ,  w h i l e  t h e  l a t t e r ' s  a c t i v i t i e s  a r e  m o t iv a te d  
by i t s  own p r o f i t a b l e  g row th . Any a t te m p t  to  e v a l u a t e  th e  a c t i v i t i e s  
o f  t h e  n a t i o n a l  o i l  com panies b a s e d  on th e  model o f  t h e  i n t e r n a t i o n a l  
o i l  companies w i th o u t  due c o n s i d e r a t i o n  o f  t h e  p o l i t i c a l  n a t u r e  o f  
t h e  p rob lem  would n o t  be  f e a s i b l e .
The e s t a b l i s h m e n t  and deve lopm ent o f  th e  N a t io n a l  I r a n i a n  O il  
Company, w hich  was d i s c u s s e d  i n  C h a p te rs  4 and 5 ,  i s  an e v id e n t  
example o f  how th e  e x t e r n a l  and i n t e r n a l  p o l i t i c a l  f o r c e s  i n  t h i s  
p e r i o d  a f f e c t e d  th e  o p e r a t i o n  o f  t h i s  company. P r i o r  to  
n a t i o n a l i z a t i o n  o f  t h e  A n g lo - I r a n ia n  O il  Company, th e  governm ent 
made no a t t e m p t s  to  s tu d y  th e  consequences  o f  such  a d r a s t i c  m easure  
a t  t h e  t im e .  There  was o n ly  one s tu d y  made by a number o f  e x p e r t s ,  ; 
w hich p o in te d  o u t  some o f  th e  p rob lem s a s s o c i a t e d  w i th  n a t i o n a l i z a t i o n  
o f  t h e  o i l  i n d u s t r y  i n  I r a n  ( se e  C hap te r  4 ) .  Even t h i s  r e p o r t  was n o t  
made a v a i l a b l e  to  t h e  members o f  th e  p a r l i a m e n t  who w ere  v o t in g  on 
t h i s  i s s u e .  On th e  c o n t r a r y ,  th e  p r o - n a t i o n a l i z a t i o n  lobby  c o n t in u o u s ly
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em phasized  t h a t  th e  f r e e  w o r ld  needed  th e  I r a n i a n  o i l ,  and o t h e r  
c o u n t r i e s  would even "be rea d y  to  send e x p e r t s  to  h e lp  m a in ta in  th e  
f low  o f  o i l .
NIOC was formed fo l lo w in g  t h e  n a t i o n a l i z a t i o n  o f  t h e  o i l  
i n d u s t r y  i n  I r a n ,  which was a p o l i t i c a l  a c t  e f f e c t e d  w i th o u t  
a d e q u a te  s tu d y  as  t o  i t s  r e s u l t s .  The n e g o t i a t i o n s  f o r  th e  
s e t t l e m e n t  o f  th e  d i s p u t e  be tw een  th e  A n g lo - I r a n ia n  O i l  Company and 
Ira.n f a i l e d  m a in ly  due to  t h e  argum ent on th e  i s s u e  o f  com pensa tion  
w hich  -  p o l i t i c a l l y  -  was n o t  a c c e p ta b l e  to  Dr. M ossadegh’ s 
governm ent. As a r e s u l t  o f  t h i s ,  t h e  N a t io n a l  O i l  Company l o s t  a 
g o ld en  o p p o r tu n i ty  t o  b e g in  i t s  a c t i v i t i e s  i n  f u l l  c o n t r o l  o v e r  th e  
p r o d u c t i o n ,  r e f i n i n g  and e x p o r t  o f  I r a n i a n  c ru d e  o i l  and products . '*
The C onso rtium  Agreement was r e a c h e d  a f t e r  i n t e n s i v e  p o l i t i c a l  
b a r g a i n in g  be tw een  I r a n ,  th e  U n i ted  Kingdom and th e  U n i te d  S t a t e s  
( s e e  C h a p te r  5 ) .  T h is  agreem en t red u c e d  th e  r o l e  o f  t h e  NIOC to  
" n o n - b a s ic  a c t i v i t i e s "  w i t h i n  th e  c o n s o r t iu m  a r e a .  C o n se q u e n tly  NIOC 
l o s t  a l l  i t s  powers b e c a u s e  o f  a  p o l i t i c a l  s e t t l e m e n t .  Between 1954 
and 1973, th e  I r a n i a n  governm ent had  used  i t s  p o l i t i c a l  w e ig h t  to  
i n c r e a s e  i t s  re v e n u e s  and to  f i n d  a l t e r n a t i v e  m a rk e ts  f o r  th e  
n a t i o n a l  o i l  company.
In  t h e  c a se s  o f  KNPC and PETROMIN, t h e r e  w ere  no s i m i l a r  i n t e r n a l  
and e x t e r n a l  p o l i t i c a l  f o r c e s  in v o lv e d  i n  th e  e a r l y  y e a r s ■o f  th e  
deve lopm ent o f  t h e i r  n a t i o n a l  o i l  com panies . D uring  th e  1 9 6 0 's ,  b o th  
Kuwait- and Saudi A ra b ia  en jo y e d  c o n s id e r a b l e  p o l i t i c a l  s t a b i l i t y ,  
w hich h e lp e d  th e  g r a d u a l  in v o lv em en t  o f  KNPC and PETROMIN w i t h i n  
t h e  o i l  i n d u s t r y .  D uring  t h i s  p e r i o d  th e  r e l a t i o n s h i p  be tw een  th e
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governm ents o f  t h e s e  c o u n t r i e s  and th e  i n t e r n a t i o n a l  o i l  companies was 
b a se d  on c o - o p e r a t i o n  and c o - e x i s t e n c e ,  a l th o u g h  c e r t a i n  d i s p u t e s  
a r o s e  from  tim e  to  t im e .  But th e  Saudi and Kuwait governm ents 
w ere  f i r m l y  i n  c o n t r o l  o f  t h e  a c t i v i t i e s  o f  t h e i r  n a t i o n a l  o i l  
co m p an ies . The power and a u th o r i t .y " o f  t h e s e  t h r e e  n a t i o n a l  o i l  
companies w ere  o f t e n  a l t e r e d  a c c o r d in g  to  w hat th e  governm ents 
th o u g h t  o f  t h e i r  r o l e  i n  th e  c o u n t r y Ts o i l  i n d u s t r y .
The Autonomy and M o t iv a t io n  o f  t h e  N a t io n a l  O i l  Compan i e s
I n t e r n a t i o n a l  o i l  f i r m s  w i th  a l a r g e  number o f  s h a r e h o ld e r s  
a r e  s e l f - g o v e r n i n g  o r g a n i z a t i o n s ,  whose management a r e  i n  p r i n c i p l e  
r e s p o n s i b l e  to  t h e  s h a r e h o l d e r s .  But i n  p r a c t i c e  d i v e r s i t y ,  l a c k  o f
o r g a n i z a t i o n ,  and l a r g e  numbers o f  s h a r e h o ld e r s  have  r e s u l t e d  i n
2 . . .autonomous c o n t r o l  by  t h e  management. The a d m i n i s t r a t i o n  m  th e
n a t i o n a l  o i l  com panies a r e  n o t  autonomous i n  t h e  s e n s e  t h a t  th e y  
have  to  c a r r y  o u t  t h e  o i l  p o l i c y  o f  th e e g o v e rn m e n ts . The governm ent -  
b e in g  th e  o n ly  s h a r e h o l d e r  o f  t h e s e  companies -- can  e f f e c t i v e l y  
c o n t r o l  t h e i r  o p e r a t i o n .
N a t io n a l  o i l  companies a r e  b a s i c a l l y  h i g h ly  c e n t r a l i z e d .  They 
have a Board o f  D i r e c t o r s  s i m i l a r  to  th e  p r i v a t e  f i r m s ,  which i n  
some c a se s  i n c l u d e  r e p r e s e n t a t i v e s  from  v a r i o u s  governm ent 
o r g a n i z a t i o n s .  NIOC’ s Board o f  D i r e c t o r s  does n o t  i n c lu d e  o u t s i d e r s ,  
b u t  t h e  governm ent c o n t r o l  i s  e x e r c i s e d  th ro u g h  a .body c a l l e d  
’The S h a r e h o ld e r s  R e p r e s e n t a t i v e s ’ , w hich  c o n s i s t s  o f  seven  m i n i s t e r s  
headed  by th e  Prim e M in i s t e r .  S i m i l a r l y  t h e  Board o f  KNPC and 
o t h e r  n a t i o n a l  o i l  com panies i n  K uw ait, a re  m o s t ly  com prised  o f  th e
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company o f f i c i a l s  r e s p o n s i b l e  t o  th e  Supreme P e t ro le u m  C o u n c i l ,  
w hich c o n s i s t s  o f  governm ent m i n i s t e r s  and depu ty  m i n i s t e r s .
PETROMINf s Board i n c lu d e s  th e  governm ent r e p r e s e n t a t i v e s ,  and i s  
headed  by th e  M i n i s t e r  o f  O i l  i n  Saud i A r a b ia .  The p r i n c i p a l  
d e c i s i o n s  i n  t h e  n a t i o n a l  o i l  companies a r e  t a k e n  n o t  m e re ly  on 
th e  b a s i s  o f  p r o f i t a b l e  grow th  o f  th e  company, b u t  w i th  rega l 'd  to  
t h e  o v e r - a l l  o i l  o b j e c t i v e s  o f  t h e i r  r e s p e c t i v e  governm en ts .
T h is  does n o t  im ply  t h a t  th e  managers o f  th e  n a t i o n a l  o i l  
companies b a s e  t h e i r  d e c i s i o n s  on d i r e c t  i n s t r u c t i o n s  from  
th e  governm ent. The t e c h n o c r a t s  o f  th e  n a t i o n a l  o i l  companies 
a r e  e x p e r ie n c e d  and w e l l  in fo rm ed  abou t  o i l  m a t t e r s ,  and t h e i r  
v iew s a r e  r e s p e c t e d  by  governm ent o f f i c i a l s ,  and when i t  comes to  
t h e  im p le m e n ta t io n  o f  t h e  g e n e r a l  p o l i c i e s ,  th e  m anagers o f  t h e  
n a t i o n a l  o i l  com panies have  an a lm o s t  f r e e  hand . Most o f  th e  
d e c i s i o n s  a t  t h i s  s t a g e  a r e  t a k e n  a t  t h e  company l e v e l ,  w hich  
i n c lu d e s  c o n s t r u c t i o n  and e x p a n s io n  o f  l o c a l  f a c i l i t i e s  and o t h e r  
r e l e v a n t  m a t t e r s . I n  t h i s  r e s p e c t  th e  n a t i o n a l  o i l  companies can 
be  c o n s id e r e d  as  l a r g e ,  autonom ous, b u r e a u c r a c i e s  i n s i d e  t h e  c o u n t r y .
A no ther  i n t e r e s t i n g  f e a t u r e  o f  th e  n a t i o n a l  o i l  companies u n d e r  
c o n s i d e r a t i o n ,  i s  t h e  p o l i t i c a l  w e ig h t  t h a t  t h e  to p  management has  
w i t h i n  th e  c o u n t r y .  I t  c o u ld  be  s a i d  t h a t  th e  i n f l u e n c e  and 
im p o r ta n c e  o f  t h e  n a t i o n a l  o i l  company depends p a r t l y  on th e  
r e l a t i o n s h i p  be tw een  th e  g e n e r a l  manager and th e  p e r s o n ,  o r  p e r s o n s ,  
who h o ld  p o l i t i c a l  power i n  th e  c o u n try .  G e n e ra l  M anagers o f  NIOC 
i n  r e c e n t  y e a r s  have  a l l  been  v e t e r a n  p o l i t i c i a n s  and fo rm er  Prime
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M i n i s t e r s .  These p e o p le  had d i r e c t  a c c e s s  to  th e  h i g h e s t  
a u t h o r i t y  i n  I r a n ,  t h e  Shah, and on a number o f  o c c a s io n s  had r e s i s t e d  
c a r r y in g  o u t  governm ent p l a n s ,  and had p roposed  t h e i r  own. The 
company i s  a  l a r g e  b u r e a u c ra c y  s p re a d  a l l  ove r  I r a n ,  w hich  has 
employed th o u sa n d s  o f  young e d u c a te d  I r a n i a n s .  Many o f  th e  p r e s e n t  
s e n i o r  governm ent o f f i c i a l s  s t a r t e d  t h e i r  c a r e e r s  i n  t h i s  
company, due m a in ly  to  t h e  s p e c i a l  p r i v i l e g e s  and h ig h  s a l a r i e s  
o f f e r e d  by th e  company i n  t h e  p a s t  compared to  o t h e r  governm ent 
o r g a n i z a t i o n s .
The in v o lv em en t  of a l l  th e  Chairman of  NIOC i n  p o l i t i c s  b e f o r e
r e a c h in g  t h e i r  p o s i t i o n s  i n  th e  company has  added to  t h e  u n iq u e  web
o f  f a v o u r i t i s m  w hich n o rm a l ly  e x i s t s  i n  many governm ent o r g a n i z a t i o n s  
i n  th e  M idd le  E a s t .  They b r in g  a lo n g  t h e i r  f r i e n d s  ~ many of  them 
q u a l i f i e d  p e o p le  -  to  NIOC i n  o r d e r  to  su rro u n d  th e m se lv e s  w i th  a 
group of  men th e y  t r u s t .  T h is  i s  n o t  uncommon even i n  European  and
Am erican o r g a n i z a t i o n s ,  b u t  i s  p ro b a b ly  n o t  c a r r i e d  o u t  i n  such a
manner t h a t  t h e  o r g a n i z a t i o n  l o s e s  some o f  i t s  q u a l i f i e d  p e r s o n n e l .
T h is  i s  an  in ro a d  o f  p e r s o n a l i s m  and p o l i t i c s  w i t h i n  NIOC w hich n o t  
o n ly  a f f e c t s  t h e  im p le m e n ta t io n  o f  some p r o j e c t s ,  b u t  sometimes 
c r e a t e s  an  u n e a sy  r e l a t i o n s h i p  w i th  t h e  governm ent i n  g e n e r a l ,  o r  
w i th  some m i n i s t r i e s  i n  p a r t i c u l a r .
In  Saudi A r a b ia ,  a l s o ,  th e  r o l e  o f  PETROMIN i s  p a r t l y  dependen t  
on th e  p e r s o n a l i t y  and p o l i t i c a l  w e ig h t  o f  i t s  G ove rno r.  The p o l i t i c a l  
f a v o u r i t i s m  and p e r s o n a l i s m  a r e  p ro b a b ly  as s t r o n g  a s  i n  I r a n ,  a l th o u g h  
th e y  a r e  more o b s c u re  t o  t h e  f o r e i g n e r s ,  s i n c e  e v e r y th in g  i s  done in
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a b s o lu t e  s e c r e c y .  I n  a d d i t i o n ,  th e  f am ily  r e l a t i o n s h i p  a l s o  p l a y s  
an im p o r ta n t  r o l e  i n  who i s  r e s p o n s i b l e  f o r  w hat w i t h i n  th e  Kingdom. 
As th e  Board o f  PETROMIN c o n s i s t s  o f  a number o f  m i n i s t e r s  and h ig h  
a u t h o r i t i e s  from  d i f f e r e n t  governm ent o r g a n i z a t i o n s ,  th e  p r o c e s s  o f  
d e c is io n -m a k in g  i s  d i f f e r e n t  to  t h a t  o f  NIOC, w hich  t h e o r e t i c a l l y  has 
to  g e t  a p p ro v a l  from  th e  m i n i s t e r s  who a re  n o t  members o f  th e  Board, 
The im p o r ta n c e  o f  th e  p o l i t i c a l  p o s i t i o n  o f  th e  manager o f  th e  
n a t i o n a l  o i l  company a l s o  d e te rm in e s  th e  p l a n s  and im p le m e n ta t io n  o f  
p o l i c i e s  i n  K uw ait,  I n  1976 th e  governm ent o f  Kuwait d e c id e d  to  
r e o r g a n iz e  th e  e n t i r e  o i l  and gas s e c t o r  by m erg ing  th e  t h r e e  
n a t i o n a l  o i l  companies w i th  an o v e r a l l  governm ent c o r p o r a t i o n .
This  p l a n  a p p a r e n t l y  r a n  i n t o  c o n s id e r a b l e  o p p o s i t i o n  from  c e r t a i n  
c i r c l e s  i n  K uw ait ,  to  th e  e x t e n t  t h a t  th e  Chairman o f  th e  s t a t e -  
owned K uw aiti  P e t ro c h e m ic a l  I n d u s t r i e s  Company t h r e a t e n e d  to  
r e s ig n .^  The p l a n  was s h e lv e d  a t  th e  t im e ,  p o s s i b l y  b e c a u s e  o f  
d isa g re e m e n t  among th e  heads  o f  n a t i o n a l  companies who w anted  t h e i r  
own in d e p e n d e n t  o p e r a t i o n s ,  and th e  governm ent w hich  o p te d  f o r  t h e i r  
m erge r .
I n  g e n e r a l ,  i n  th e  c o u n t r i e s  under  c o n s i d e r a t i o n s ,  and in d e e d  i n  
most c o u n t r i e s  o f  th e  M iddle  E a s t ,  th e  governm ent o r g a n i z a t i o n s  co­
o p e r a t e  w i th  each  o t h e r  o n ly  to  th e  l i m i t  o f  th e  p e r s o n a l  r e l a t i o n ­
s h ip s  e x i s t i n g  among th e  s t a f f  o f  th e s e  u n i t s ,  and p a r t i c u l a r l y  th o se  
r e l a t i o n s h i p s  a t  th e  h i g h e s t  l e v e l  i n  th e s e  com panies . There  i s  
c o n s id e r a b l e  c o n f l i c t  and b i t t e r  c o m p e t i t io n  be tw een  th e  v a r io u s  
governm ent o r g a n i s a t i o n s ,  f e e l i n g s  which a r e  sometim es r o o te d  i n  th e  
ru n n in g  p o l i t i c a l  power s t r u g g l e  among th e  heads o f  d i f f e r e n t
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d e p a r tm e n ts .  The n a t i o n a l  o i l  companies a r e  a l s o  in v o lv e d  i n  
t h i s  h i g h l y  p o l i t i c a l  web o f  p e r s o n a l i s m  and t h e i r  p e r s o n n e l  
t r y  t o  jump 011 th e  band  wagon o f  whoever th ey  t h in k  h a s  th e  
p o l i t i c a l  m u sc le ,  knowing t h a t  t h e i r  p r o g re s s  to  l a r g e  de g re e  
depends 011 t h e i r  own p e r s o n a l  r e l a t i o n s h i p  w i th  th o s e  b o th  w i t h in  
th e  company and w i th  o t h e r  governm ent b o d ie s .
The D eve lop ing  Role o f  th e  N a t io n a l  Companies
So f a r  i n  t h i s  c h a p t e r ,  we have d i s c u s s e d  th e  s i m i l a r i t i e s  
and d i f f e r e n c e s  be tw een  th e  n a t i o n a l  o i l  companies unde r  s tu d y ,  and 
t h e i r  p o l i t i c a l  r o l e .  A no the r  im p o r ta n t  i s s u e  c o n c e rn s  th e  d e v e lo p in g  
r o l e  o f  th e  n a t i o n a l  o i l  companies i n  th e  coming y e a r s .  This  r o l e  
depends on a l a r g e  number o f  v a r i a b l e s ,  among which a r e  (a)  th e  r o l e  
t h a t  th e  governm ents o f  th e s e  o i l  e x p o r t i n g  c o u n t r i e s  e n v is a g e  f o r  
th em se lv e s  i n  th e  w o r ld  o i l  s c e n e ,  (b) th e  d e v e lo p in g  r o l e  o f  th e  
i n t e r n a t i o n a l  o i l  com panies , and (c) t h e i r  t e c h n i c a l  and m a n a g e r ia l  
c a p a b i l i t i e s  to  p l a y  a more a c t i v e  p a r t  i n  th e  w o r ld  p e t ro le u m  m a rk e t .
The governm ents  o f  I r a n ,  Kuwait and Saud i A r a b ia ,  w hich were among 
th e  fo u n d in g  members o f  OPEC, have  a l l ,  on a number o f  o c c a s io n s ,  
i n d i c a t e d  t h a t  th e y  se ek  more in v o lv em en t  i n  th e  e x p o r t  o f  c ru d e  o i l  
and p r o d u c t s  from  t h e i r  r e s p e c t i v e  c o u n t r i e s .  Saudi A ra b ia  and I r a n ,  
th e  two l a r g e s t  o i l  e x p o r t e r s  i n  OPEC, have i n v e s t e d  h e a v i l y  i n  th e  . 
gas and p e t r o c h e m ic a l  v e n tu r e s  f o r  e x p o r t ,  and t h e i r  r o l e  as mere 
s e l l e r s  o f  c rude  o i l  to  a number o f  i n t e r n a t i o n a l  o i l  companies - is  
chang ing  r a p i d l y .  The n a t i o n a l  o i l  companies a r e  t h e  obv ious  v e h i c l e  
f o r  f u l f i l l i n g  th e  o b j e c t i v e s  o f  th e  p r o d u c e r s .  But as th e  n a tu r e
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o f  o p e r a t i o n  o f  th e  n a t i o n a l  company*expands from  d o m es t ic  m a rk e t in g  
and r e f i n i n g  to  a w orldw ide  o p e r a t i o n ,  i t  becomes i n c r e a s i n g l y  more 
d i f f i c u l t  f o r  th e  s t a t e  to  e x e r c i s e  f u l l  c o n t r o l .  At th e  same t im e ,  
com m ercial a c t i v i t i e s  o f  th e  n a t i o n a l  company would  p ro b a b ly  be more 
s u c c e s s f u l  i f  t h e i r  governm ent does n o t  i n t e r f e r e  i n  e v e ry  a s p e c t  
o f  t h e i r  b u s i n e s s .  On th e  o t h e r  hand , i t  i s  e v id e n t  t h a t  t h e s e  
companies w i l l  n o t  be g iv en  th e  f u l l  f reedom  o f  o p e r a t i n g ,  r e g a r d l e s s  
o f  th e  f i n a n c i a l  a d v a n ta g e s  t h a t  t h i s  p o l i c y  m igh t  b r i n g  w i th  i t .
So th e  deve lopm ent o f  th e  n a t i o n a l  companies depends l a r g e l y  on how 
t h e i r  r e s p e c t i v e  governm ents  d e c id e  to  d e f in e  t h e i r  f u t u r e  r o l e  
i n  th e  o i l ,  gas and p e t r o c h e m ic a l  b u s i n e s s .
The r o l e  o f  th e  i n t e r n a t i o n a l  o i l  companies i n  g e n e r a l  and th e  
seven  m ajor  i n t e r n a t i o n a l  o i l  companies h as  changed  c o n s id e r a b l y  i n  
th e  p a s t  few y e a r s  ( s e e  C h a p te r  3 ) .  But t h e i r  im p o r ta n c e  has  n o t  
changed much, and th e y  a r e  th e  p rim e movers o f  m ost o f  th e  f r e e  
w o r ld ’ s c rude  o i l  to  th e  downstream  m a r k e t s . The i n t e r n a t i o n a l  o i l  
companies o f f e r  some f l e x i b i l i t y  and s e c u r i t y  to  b o th  consumers and 
p ro d u c e rs  t h a t  th e  s t a t e - t o - s t a t e  d e a l s  do n o t  p r o v id e .  A l l  th e  
consumers w ant a  v a r i e t y  o f  s u p p l i e s ,  and a l l  th e  p ro d u c e r s  p r e f e r  
a v a r i e t y  o f  o u t l e t s .  The i n t e r n a t i o n a l  o i l  companies a r e  i n  a good 
p o s i t i o n  to  s a t i s f y  b o t h  p a r t i e s  f o r  a f e e ,  and i n  t h i s  r e s p e c t  th ey  
have  a m ajo r  r o l e  to  p l a y .
A no ther  a r e a  where th e  i n t e r n a t i o n a l  o i l  companies co u ld  p l a y
a .m a jo r  p a r t  i s  i n  th e  p r o v i s i o n  o f  t e c h n i c a l  and m a n a g e r ia l  
needed  by b o th  p ro d u c e r s  and consum ers. The t r a n s f e r  o f  te c h n o lo g y
a By n a t i o n a l  company h e re  we mean s ta te -o w n e d  o r g a n i z a t i o n  w hich i s  
in v o lv e d  i n  o i l ,  gas o r  p e t r o c h e m ic a l  b u s i n e s s .
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i s  m ain ly  a c h ie v e d  by p e o p le  a c t u a l l y  w ork ing  on th e  job  i n  j o i n t  
p r o j e c t s  and o t h e r  forms o f  mixed v e n t u r e s , The a l t e r n a t i v e  would 
p ro b a b ly  be to  buy t e c h n i c a l  and m a n a g e r ia l  s k i l l s  by em ploying a 
number o f  f o r e i g n e r s ,  whose e x p e r t i s e  m igh t n o t  be  f u l l y  u t i l i z e d  
by th e  n a t i o n a l  company. The i n t e r n a t i o n a l  o i l  companies have  th e  
r i g h t  c o m b in a t io n  o f  t e c h n i c a l  and management s k i l l s ,  w hich  have 
been  d ev e lo p ed  o v e r  th e  many y e a r s  o f  t h e i r  w orldw ide  a c t i v i t i e s ,  
and make them th e  i d e a l  p a r t n e r s .
F i n a l l y ,  th e  c a p a b i l i t i e s  o f  each  o f  th e  o i l  e x p o r t i n g  c o u n t r i e s  
w i th  r e g a r d  to  s k i l l e d  manpower, i n f r a s t r u c t u r e  and t e c h n i c a l  and 
m a n a g e r ia l  know-how a r e  n o t  s i m i l a r .  The d e v e lo p in g  r o l e  o f  th e  
n a t i o n a l  o i l ,  gas o r  p e t r o c h e m ic a l  company p a r t i } ’' depends on th e  
o v e r a l l  s u c c e s s  o f  th e  governm ent to  surm ount th e  above p ro b le m s.
I n  o t h e r  w o rd s ,  th e  r o l e  o f  t h e s e  companies i n  th e  w o r ld  m ark e ts  i s  
d e te rm in e d  by how q u ic k ly  and e f f i c i e n t l y  th e y ,  w i th  th e  h e lp  o f  
f o r e i g n  p a r t n e r s ,  can  f i n a l i z e  th e  mammoth p r o j e c t s  u n d e r  way i n  
t h e i r  c o u n t r i e s ,  and how th ey  would go ab o u t  s e c u r i n g  th e  r i g h t  
m ark e ts  f o r  th e  f u t u r e .
I n t e g r a t i o n : The a t t i t u d e  o f  th e  n a t i o n a l  o i l  companies tow ards 
i n t e g r a t i o n  was d i s c u s s e d  i n  c o n s id e r a b l e  d e t a i l  i n  C h ap te r  15, and 
we conc luded  t h a t  th e  o b j e c t i v e  o f  i n t e g r a t i o n , '  w hich was b a se d  on th e  
model o f  th e  i n t e r n a t i o n a l  o i l  com panies , m ust be r e -e x a m in ed  more 
c a r e f u l l y .  Many o f  th e  lo n g - te rm  o b j e c t i v e s  o f  th e  n a t i o n a l  o i l  
companies c o u ld  be a c h ie v e d  w i th  l i m i t e d  in v o lv e m e n t  in  th e  down­
s t r e a m  a c t i v i t i e s .  The d e s i r e  to  c o n t r o l  th e  o i l  from th e  w e l lh e a d
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to  th e  p e t r o l  s t a t i o n *  w hich  was c o n s id e r e d  to  be an im p o r ta n t  e lem en t  
i n  th e  s u c c e s s f u l  o p e r a t i o n  o f  m ajo r  o i l  com panies , i s  n e i t h e r  th e  
most e a s i l y  a t t a i n a b l e  n o r  th e  m ost p r o f i t a b l e  from th e  p o i n t  o f  v iew 
o f  th e  p ro d u c in g  c o u n t r i e s .  The r e a s o n s  w hich l e d  to  t h e  h o r i z o n t a l  
and v e r t i c a l  i n t e g r a t i o n  by th e  m a jo r  i n t e r n a t i o n a l  o i l  companies 
i n  th e  p a s t  .d o  n o t  ap p ly  to  th e  n a t i o n a l  o i l  com panies . Even some 
o f  th e  m ajo rs  have e i t h e r  changed t h e i r  i n t e g r a t e d  s t r u c t u r e ,  o r  
have ma.de a p p r o p r i a t e  changes to  d e a l  w i th  chang ing  c i r c u m s ta n c e s .
The n a t i o n a l  o i l  companies a r e  aware o f  th e s e  c hanges .  For exam ple, 
i n  th e  r e c e n t  OPEC sem ina r  H r. Abdulhady Talier ,  th e  Governor o f
4PETROMIN, a rg u ed  a g a i n s t  th e  e s t a b l i s h e d  d e s i r e  f o r  such  i n t e g r a t i o n .
"The t y p i c a l  downstream  in v e s tm e n t  of th e  m u l t i ­
n a t i o n a l  i n  th e  p a s t  was gu ided  by i n t e g r a t i o n  
t o  e s t a b l i s h  a s e c u r e  m arke t  p o s i t i o n ;  c o u n t in g  
on i n t e g r a t e d  p r o f i t s  to  j u s t i f y  i t .  As o f  now, 
such  i n t e g r a t e d  p r o f i t s  a r e  g r e a t l y  r e d u c e d  and , 
i n  th e  case  o f  a n a t i o n a l  o i l  company, may n o t  
e x i s t .  F u r th e rm o re ,  th e  s e c u r i t y  o f  m ark e ts  f o r  c ru d e  o i l ,  
i n  a s h o r t  m a rk e t ,  assumed a d i f f e r e n t  p e r s p e c t i v e  
I n  o t h e r  w o rd s ,  f o r  th e  n a t i o n a l  o i l  company n e i t h e r  
o f  th e  two m ajo r  c o n s i d e r a t i o n s  i n  a downstream  
in v e s tm e n t  i s  any lo n g e r  r e l e v a n t .
Under p r e s e n t  and f u t u r e  m arke t  c o n d i t i o n s ,  m a rk e t in g  
c rude  o i l  f o r  a '  n a t i o n a l  o i l  companies does n o t  
r e a l l y  p r e s e n t  as b i g  a p rob lem  as i t  u sed  to  when 
th e  m arke t  was i n  a  s u r p l u s  p o s i t i o n .  I n  p a r t i c u l a r  
downstream  in v e s tm e n t  i n  r e f i n i n g  and d i s t r i b u t i o n  
does n o t  seem n e c e s s a r y  as a means o f  c rude  o i l  
d i s p o s i t i o n ,  a l th o u g h  i t  may s t i l l  be  d e s i r a b l e  in  
o r d e r  to  improve r e t u r n s  on th e  h e a v i e r  and l i g h  
s u lp h u r  c r u d e s . "
The r o l e  of  th e  n a t i o n a l  o i l  company as m a rk e te r  o f  c rude  o i l : In
C h ap te r  XV we a n a ly z e d  th e  n a t u r e  and th e  consequences  o f  th e  s a l e s  
o f  c rude  o i l  by th e  n a t i o n a l  o i l  com panies. N a t io n a l  I r a n i a n  o i l  
com pan ies1 d i r e c t  s a l e s  o f  c rude  o i l  have a v e ra g e d  n e a r l y  1 .4  m i l l i o n
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b /d  p e r  day i n  1977 and in" e a r l y  1978 have i n c r e a s e d  to  1,7 m i l l i o n  
b a r r e l s  p e r  d a y .^  NIOC had  made i t  c l e a r  t h a t  i t  would m arke t  th e  
rem a in d e r  o f  th e  c rude  o i l  nom ina ted  by th e  c o n s o r t iu m  companies 
and n o t  l i f t e d ,  by them, T h is  amount o f  o i l  would be a v a i l a b l e  
o n ly  t o  c o n s o r t iu m  members a g a in  i f  i t  was n o t  a l r e a d y  s o ld  by 
th e  n a t i o n a l  o i l  company. PETROMINr s s a l e s  from  j o i n t  v e n tu r e s  
and o t h e r  s o u rc e s  a t  c e r t a i n  p o i n t s  have  re a c h e d  h a l f  a m i l l i o n  
b a r r e l s  p e r  day . KNPC and oi.her s t a t e  companies i n  Kuwait a re  
n o t  in v o lv e d  i n  s a l e s  o f  c ru d e  o i l  w hich i s  h a n d le d  by th e  O il  
M in i s t r y .  The f u t u r e  d i r e c t  s a l e s  o f  n a t i o n a l  o i l  companies m igh t 
r e a c h  5 to  6 m i l l i o n  b / d  by 1985 i f  th e  p r e s e n t  t r e n d  c o n t i n u e s , and 
PETROMIN's r o l e  i n  th e  e x p o r t  o f  Saud i A rab ian  c ru d e  o i l  rem ains  
l i m i t e d .
However, th e  n a t i o n a l  o i l  com pan iesT s a l e s  o f  c ru d e  o i l  w i l l  
i n c r e a s i n g l y  i n f l u e n c e  th e  c ru d e  o i l  m ark e t .  The e f f e c t  o f  such 
s a l e s  on th e  m ark e t  i s ,  a t  p r e s e n t ,  i n d i r e c t  as a r e s u l t  o f  s e l l i n g  
and swapping o f  c e r t a i n  amounts o f  o i l  bough t  by th e  i n t e r n a t i o n a l  
o i l  companies from  n a t i o n a l  o i l  com panies , o r  o f  v a r i o u s  b a r t e r  d e a l s  
in v o lv in g  t h e i r  com panies .
The governm ents  o f  th e  o i l  p ro d u c in g  s t a t e s  m ost p ro b a b ly  w i l l  
n o t  a l lo w  t h e i r  n a t i o n a l  o i l  companies to, compete w i th  each  o t h e r  by 
p r i c e  c u t t i n g ,  as i t  would be c o u n te r - p r o d u c t i v e  i n  the . long  ru n  f o r  
a l l  o f  them, and i n  m ost c a s e s  would n o t  s e rv e  th e  c o u n t r y ’ s p o l i t i c a l  
and economic o b j e c t i v e s .  F u r th e rm o re ,  tfie c o u n t r i e s  w hich  have 
enough o i l  to  a f f e c t  th e  m a rk e t ,  such  as Saudi A r a b ia ,  do n o t  have
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much f i n a n c i a l  i n c e n t i v e  f o r  such  p r i c e  c o m p e t i t io n .^  The n a t i o n a l  
o i l  companies w i l l  f o l lo w  th e  g u i d e l i n e s  o f  OPEC p r i c i n g  p o l i c i e s  
s t r i c t l y .  T h i s ,  o f  c o u r s e ,  does n o t  mean t h a t  t h e r e  w i l l  n o t  be 
some d i s c o u n t s  g iv e n  by th e  p r o d u c e r s  a t  t im es  to a d j u s t  t h e i r  
r e l a t i v e  p r i c e s  o f  d i f f e r e n t  c rude  v i s - a - v i s  th e  l re fe . re n c e  c r u d e ' .
I n  t h e  c a se  o f  s u r p lu s  o f  p r o d u c t io n  c a p a c i ty  i n  th e  p ro d u c in g  
c o u n t r i e s  and a v a i l a b i l i t y  o f  d i f f e r e n t  ty p e s  o f  c ru d e  i n  th e  c rude  
o i l  m a r k e ts ,  t h e  r e f i n e r s  w i l l  n a t u r a l l y  choose th o s e  c ru d e s  which 
f i t  t h e i r  p a r t i c u l a r  r e q u i r e m e n ts ,  and maximize t h e i r  p r o f i t s  on th e  
s a l e s  o f  p r o d u c t s .  As t h e  p a r t i c u l a r  r e q u i re m e n ts  a r e  d i f f e r e n t  f o r  
each  r e f i n e r y  and m arke t  demand f o r  v a r io u s  p r o d u c ts  d e te rm in e s  the  
r e f i n e r s '  p r o f i t  on t h e  p r o d u c t  m ix, t h e r e  i s  a c o n t in u o u s  change 
i n  th e  p r e f e r e n c e  f o r  d i f f e r e n t  c ru d e s ,  and lienee d i s c o u n t s  a r i s e  
a t  th e  s p o t  t r a d i n g .  The main f a c t o r s  g o v e rn in g  th e  p r i c e  
d i f f e r e n t i a l s  among v a r i o u s  ty p e s  o f  c rude  a r e  (a) API g r a v i t y * ,
(b) s u lp h u r  c o n te n t ,  and (c) l o c a t i o n  i n  r e l a t i o n  to  th e  main m a rk e ts .  
These d i s c o u n t s  m ust n o t  be  c o n s id e r e d  as a  p r i c e  war among n a t i o n a l  
o i l  com panies . They a r e  m a in ly  th e  b y - p ro d u c t  o f  m ark e t  f o r c e s ,  and 
OPEC has  so f a r  shown f l e x i b i l i t y  i n  d e a l i n g  w ith  t h e  p rob lem  o f  
d i f f e r e n t i a l s .  OPEC does n o t  d e c id e  on th e  p r i c e s  o f  each  s p e c i f i c  
ty p e  o f  c ru d e  o i l ,  and e v e ry  c o u n try  d e te rm in e s  i t s  own p r i c e  w i th  
r e s p e c t  to  th e  p r i c e  o f  a ’ r e f e r e n c e  c ru d e '  (A rab ian  l i g h t  API 34) 
s e t  by OPEC, Because th e  a p r i o r i  judgm ent o f  th e  p r o d u c e r s  on
, a Ti'r * 141.5 -  131.5.’ X API g r a v i t y  =  -ryn------------t~------ r~FnCV,P. .. s p e c i f i c  g r a v i t y  a t  60 F
The h i g h e r  th e  g r a v i t y  th e  h i g h e r  th e  p r i c e  of o i l  o f  p a r t i c u l a r  type
as  i t  y i e l d s  more v a l u a b l e  l i g h t  p r o d u c t s .  The API f o r  w a te r  i s
141.5 -  131.5 -  10.
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marlcel: r e a c t i o n s  f o r  d i f f e r e n t  ty p es  o f  c rude  i s  o f t e n  in c o r r e c t ;  
ihey  have to  a d j u s t  th e s e  p r i c e s  from  tim e to  t im e .
I n  g e n e r a l ,  th e  p r e v a i l i n g  e x p e c t a t i o n  today  i s  t h a t  t h e r e  
w i l l  be an  o i l  s h o r ta g e  i n  coming y e a r s ,  a l th o u g h  e x p e r t s  d i f f e r  
w id e ly  on th e  e x a c t  t im e  o f  i t s  o c c u r r e n c e .  W hether th e  s h o r ta g e  
w i l l  a c t u a l l y  happen  i n  th e  m id -1 9 8 0 's  o r  l a t e  1980 's  i s  n o t  th e  
q u e s t i o n  h e r e .  W ith in  t h i s  framework ( see  a l s o  C h a p te r  th e  
r o l e  o f  t h e  n a t i o n a l  o i l  companies i n  th e  c rude  m a r k e ts ,  d i r e c t l y  
o r  i n d i r e c t l y ,  w i l l  become i n c r e a s i n g l y  more s i g n i f i c a n t .  The 
amount o f  o i l  bough t  o r  s o ld  i n  t h i s  m arke t would i n c r e a s e  c o n s id e r a b l y ,  
as b o th  t h e  i n t e r n a t i o n a l  and n a t i o n a l  o i l  companies use  t h i s  channe l  
t o  buy , s e l l  o r  exchange p a r t  o f  t h e i r  o i l .  Given th e  p r e s e n t  
e x p e c t a t i o n  o f  f u t u r e  demand f o r  o i l  and th e  p o l i t i c a l  s i t u a t i o n  i n  
th e  M iddle  E a s t ,  i t  i s  d i f f i c u l t  to  conc lude  t h a t  n a t i o n a l  o i l  
companies w i l l  b r i n g  th e  p r i c e s  down by f i e r c e  c o m p e t i t io n  among them­
s e lv e s  and w i th  th e  i n t e r n a t i o n a l  o i l  com panies.
The r o l e  o f  th e  n a t i o n a l  o i l  companies as mar k e t e r s  o f  p e tro le u m  p r o d u c t s  
The n a t i o n a l  o i l  companies unde r  s tu d y  a re  becoming i n c r e a s i n g l y  
in v o lv e d  i n  th e  m a rk e t in g  o f  r e f i n e d  p r o d u c t s : NIOC have t a k e n  ove r
th e  m a rk e t in g  o f  p r o d u c t s  from  Abadan r e f i n e r y ,  w hich  now has  th e  
r e f i n i n g  c a p a c i ty  o f  600 ,00  b / d .  The company i s  a l s o  in v o lv e d  i n  
b u i l d i n g  e x p o r t  r e f i n e r i e s  i n  c o - o p e r a t i o n  w i th  f o r e i g n  o i l  f i r m s .  
PETROMIN1s in v o lv em en t  i n  th e  p r o d u c t  m arke ts  on a l a r g e  s c a l e  w i l l  
b e g in  by th e  m id - 1980' s  when PETR0MIN-M0BIL and PETROMIN-SOCAL/TEXACO 
j o i n t  v e n tu r e  e x p o r t  r e f i n e r i e s  a r e  f u l l y  o p e r a t i o n a l .  KNPC has  b e e n  
in v o lv e d  i n  m a rk e t in g  o f  p e t ro le u m  p ro d u c t s  o u t s id e '  Kuwait f o r  
th e  p a s t  t e n  y e a r s .
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M ark e tin g  p e t r o le u m  p r o d u c t s  i n  g e n e r a l  in v o lv e ^  p r o c e s s in g  
o f  th e  c ru d e  o i l ,  w hich comes i n  d i f f e r e n t  API g r a v i t y  and s u lp h u r  
c o n te n t ,  i n  a  v a r i e t y  o f  m a r k e ts .  The p r o f i t a b i l i t y  o f  t h i s  
o p e r a t i o n  to  some e x t e n t  depends on th e  amount of d i f f e r e n t  p ro d u c t  
y i e l d ,  w hich  i n  t u r n  depends on t h e  c rude  o i l  i n p u t .  Some r e f i n e r s  
mix d i f f e r e n t  ty p e s  o f  c ru d e  o i l  to  o b t a i n  th e  m ost p r o f i t a b l e  
p ro d u c t  y i e l d s ,  b u t  t h i s  i s  n o t  p o s s i b l e  in  some o i l  p ro d u c in g  s t a t e s  
where t h e r e  a r e  l i m i t a t i o n s  on th e  d i f f e r e n t  ty p e s  o f  c ru d e  p ro d u ce d .  
L ig h t  c ru d e  o i l  g iv e s  a  h i g h e r  y i e l d  o f  g a s o l i n e ,  n a p h th a  and m idd le  
d i s t i l l a t e s ,  which have a h i g h e r  demand compared to  h e a v i e r  p r o d u c t s ,  
such as f u e l  o i l .  The r e f i n e r  n o rm a l ly  ends up w i th  c e r t a i n  p r o d u c t s  
which, f a c e  a low er m arke t  demand, and i t  c a n n o t  r e d u c e  th e  o u tp u t  of  
th e s e  p r o d u c t s ,  a f t e r  c e r t a i n  l i m i t s ,  w i th o u t  a f f e c t i n g  i t s  o v e r a l l  
p r o d u c t  y i e l d s .  The d i s c r e p a n c i e s  w hich e x i s t  be tw een  th e  p r o d u c t s  
and t h e i r  m ark e t  demand a re  u s u a l l y  th e  cause, o f  th e  dilemma e x i s t i n g  
i n  m ost companies in v o lv e d  i n  r e f i n i n g  and m a rk e t in g  o f  o i l .
T h is  dilemma e x i s t s  e q u a l l y  f o r  th e  n a t i o n a l  o i l  com panies , 
w i th  th e  a d d i t i o n a l  c o n s t r a i n t  t h a t  th ey  must su p p ly  th e  d o m es t ic  
m a rk e t ,  w hich f u r t h e r  r e d u c e s  th e  a v a i l a b i l i t y  o f  t h e  l i g h t  p a r t  of 
th e  b a r r e l  f o r  e x p o r t s .  The amount o f  p r o d u c t s  a v a i l a b l e  f o r  e x p o r t  
by th e  t h r e e  c o u n t r i e s  u n d e r  s tu d y  a t  p r e s e n t  i s  a p p ro x im a te ly  h a l f  
a m i l l i o n  b a r r e l s  p e r  d ay , w hich m igh t i n c r e a s e  t h r e e - f o l d  by th e  
m id - 1980’ s .  The s a l e  o f  t h i s  amount o f  p r o d u c t s  f a r  from  th e  m ajo r  
consuming m ark e ts  i s  n o t  an e a sy  t a s k ,  b u t  i n  t h i s  r e s p e c t  th e  
n a t i o n a l  o i l  companies have  a number o f  a l t e r n a t i v e s .
3 6 9
F i r s t , t h e  s h a r e  o f  t h e  n a t i o n a l  o i l  companies o f  th e  p r o d u c t s  
of  th e  e x p o r t  o r i e n t e d  r e f i n e r i e s  c o u ld  be l e f t  f o r  t h e  f o r e i g n  
p a r t n e r  to  m arke t  i n  r e t u r n  f o r  a c e r t a i n  f e e  f o r  p r o v id i n g  t h i s  
s e r v i c e .  The i n t e r n a t i o n a l  o i l  companies m igh t be  re a d y  to  p ro v id e  
t h i s  m a rk e t in g  o u t l e t  i n  r e t u r n  f o r  su p p ly  o f  a c e r t a i n  amount of 
c ru d e  o i l  a t  f a v o u r a b le  p r i c e s .  Th is  app roach  g iv e s  t h e  n a t i o n a l  
o i l  company a p a s s i v e  r o l e  w i th  r e g a r d  to  m a rk e t in g  p r o d u c t s .  Under 
th e  1973 agreem en t NIOC had  an a rran g em en t w i th  th e  companies i n  th e  
consortium , to  p r o c e s s  c e r t a i n  amounts o f  c rude  f o r  t h e i r  e x p o r t  in  
Abadan r e f i n e r y .  T h is  a r ra n g e m e n t ,  as d i s c u s s e d  b e f o r e ,  was 
t e r m in a te d  a t  th e  b e g in n in g  o f  1978, m a in ly  b e c a u se  NIOC used  i t s  
e n t i t l e m e n t  u n d e r  t h e  ag reem en t to  o b t a i n  p r o d u c t s  f o r  t h e  d o m es t ic  
m a r k e ts ,  and th e  companies were l e f t  w i th  th e  h e a v i e r  p a r t  o f  th e  
b a r r e l .  In  some o f  th e  j o i n t  v e n tu r e  ag reem en ts  w hich  have  been  
s ig n e d ,  th e  p rob lem  o f  who m arkets , t h e  p r o d u c t s  h a s  b e e n  one o f  th e  
main i s s u e s .
The a l t e r n a t i v e  to  l e a v i n g  th e  m a rk e t in g  o f  t h e  p r o d u c t s  o f  
th e  e x p o r t  r e f i n e r i e s  to  th e  f o r e i g n  p a r t n e r ,  i s  f o r  th e  n a t i o n a l  
o i l  company a c t i v e l y  to  engage i t s e l f  i n  f i n d i n g  o u t l e t s  f o r  i t s  
s h a re  o f  th e  p r o d u c t s .  But t h e  n a t i o n a l  o i l  companies do n o t  have , 
th e  same i n t e g r a t e d  f a c i l i t i e s  as th e  i n t e r n a t i o n a l  o i l  companies 
around  th e  w o r ld ,  and c o n s e q u e n t ly  have  to  r e l y  on th e  m ajo r  p ro d u c t  
m a r k e ts ,  such as R o tte rdam . T h is  e x e r c i s e ,  w hich  makes a v a i l a b l e  
c o n s id e r a b l e  amounts o f  p r o d u c t s  i n  th e  m a r k e ts ,  c o u ld ,  i n  c e r t a i n  
c i r c u m s ta n c e s ,  harm t h e i r  p a r t n e r s  i n  th e  j o i n t  v e n tu r e .
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The n a t i o n a l  o i l  companies u n d e r  c o n s i d e r a t i o n  a r e  n o t  e q u a l ly  
p r e p a r e d  to  u n d e r ta k e  such  m a rk e t in g  v e n tu r e s ,  KNPC has  been  in v o lv e d  
in  m a rk e t in g  o f  p r o d u c t s  o u t s i d e  Kuwait f o r  th e  p a s t  t e n  y e a r s ,  and 
Shuaiba  r e f i n e r y  i s  s p e c i a l l y  d e s ig n e d  to  r e d u c e  th e  amount o f  th e  
f u e l  o i l  p ro d u ce d .  NI0CTs m igh t a l s o  be a b le  to  h a n d le  t h i s  o p e r a t i o n ,  
a l th o u g h  i t  does n o t  have long  e x p e r ie n c e  i n  m a rk e t in g  p r o d u c t s .
I t s  p rob lem  would b e  th e  n a t u r e  o f  th e  p r o d u c t s  a v a i l a b l e  f o r  e x p o r t  -  
m o s t ly  f u e l  o i l .  But PETROMIN’ s a b i l i t y  to  s e l l  a q u a r t e r  o f  a  
m i l l i o n  b a r r e l s  o r  more o f  p r o d u c t s  w i t h i n  a few y e a r s  i s  somewhat 
d o u b t f u l .
The m ark e t  o f  th e  n a t i o n a l  o i l  companies w i l l  be  m o s t ly  th e  
t h i r d  w o r ld  d e v e lo p in g  c o u n t r i e s ,  as th e  im p o r ts  o f  p e t ro le u m  p r o d u c t s  
i n t o  m ajor  i n d u s t r i a l  a r e a s  o f  t h e  w o r ld  a r e  governed  by  s p e c i a l  
r e g u l a t i o n s  and q u o ta s ,  w hich  g e n e r a l l y  c r e a t e  u n f a v o u r a b le  
c o n d i t io n s  f o r  th e  e n t r a n c e  o f  th e  n a t i o n a l  o i l  company. Most o f  the  
t h i r d  w o r ld  d e v e lo p in g  c o u n t r i e s  have one o r  more r e f i n e r i e s ,  w hich 
i n  t h e  p a s t  were s u p p l i e d  by th e  i n t e r n a t i o n a l  o i l  com panies . In  
a d d i t i o n ,  t h e s e  companies sometimes im por ted  th e  b a la n c e  o f  th e  
p r o d u c t s  r e q u i r e d  and to o k  back  th e  e x c ess  p r o d u c t s ,  and i n  t h i s  way 
c a t e r e d  fox* th e  im ba lance  be tw een  th e  i n t e r n a l  m ark e t  demand and th e  
y i e l d  o f  t h e  r e f i n e r y .  N a t io n a l  o i l  companies can  p r o v id e  a s i m i l a r  
s e r v i c e  p i 'o b ab ly  w i th  th e  e x c e p t io n  o f  b u y ing  back  unwanted p r o d u c t s  • 
i n  th e  f u t u r e .  Many t h i r d  w orld  d e v e lo p in g  c o u n t i r e s  m igh t p r e f e r  to  
d e a l  w i th  th e  n a t i o n a l  o i l  companies i f  th e y  f e l t  t h i s  m igh t b r in g  
abou t c e r t a i n  f i n a n c i a l  a s s i s t a n c e  from  t h e i r  r e s p e c t i v e  c o u n t r i e s .
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F i n a l l y ,  a n o th e r  o p t io n  f o r  th e  p ro d u c e r s  would be  to  
t i e  do™  th e  s a l e s  o f  c rude  o i l  to  th e  i n t e r n a t i o n a l  companies and 
governm ents to  p u rc h a s e  o f  c e r t a i n  p e t ro le u m  p r o d u c t s . NIOC 
p u r c h a s e r s  o f  l i g h t  c ru d e  o i l  must commit th em se lv e s  to  th e  l i f t i n g  
o f  a  c e r t a i n  amount o f  heavy c ru d e .  S i m i l a r l y ,  th e  i n t e r n a t i o n a l  
o i l  companies m igh t  be  asked  to  p u rc h a s e  some p r o d u c t s  and c ru d e  as 
a p ac k ag e .  The governm ents o f  consumer s t a t e s  m igh t a l s o  be 
p e rs u a d e d  t o  r e l a x  some o f  t h e i r  r e s t r i c t i o n s  i n  r e t u r n  f o r  a 
g u a ra n te e d  su p p ly  o f  c ru d e .
But a l l  o p t io n s  w hich  seem p o s s i b l e  a t  f i r s t  g l a n c e ,  m igh t w e l l  
ru n  i n t o  c o n s id e r a b l e  p r a c t i c a l  d i f f i c u l t i e s .  F o r  th e  i n t e r n a t i o n a l  
o i l  companies th e  q u e s t i o n  o f  who g e t s  w hat ty p e  o f  p r o d u c t s  and 
a t  what p r i c e ,  would r e q u i r e  c o n t in u o u s  n e g o t i a t i o n .  To a r r a n g e  an 
a c c e p t a b l e  d e a l  f o r  t h e s e  com panies , t a k in g  i n t o  c o n s i d e r a t i o n  t h e i r  
d i f f e r e n t  r e q u i r e m e n ts  and th e  chang ing  m ark e ts  i n  w hich  th e y  o p e r a t e ,  
i s  an e x tre m e ly  c o m p l ic a te d  u n d e r t a k in g .  The n e g o t i a t i o n s  on a 
g o v e rn m e n t- to -g o v e rn m e n t  b a s i s  a l s o  have  c o n s id e r a b l e  d raw backs , as 
th e y  a r e  n o t  f l e x i b l e  and ca n n o t  a d e q u a te ly  a c c o u n t  f o r  t h e  chang ing  
m arke t  s t r u c t u r e .
The d e v e lo p in g  r o l e  o f  t h e  n a t i o n a l  o i l  companies i n  m a rk e t in g  
p r o d u c t s  would m ost p r o b a b ly  com prise  a c o m b in a t io n  of  a l l  t h e s e  
a l t e r n a t i v e s  depend ing  on th e  n a t u r e  o f  each  company’ s o p e r a t i o n s  
and th e  b a r g a i n i n g  p o s i t i o n  o f  i t s  governm ent. I n  g e n e r a l ,  n a t i o n a l  
o i l  companies w i l l  t r y  to  m arke t  p a r t  o f  th e  p r o d u c t s  a v a i l a b l e  f o r  
e x p o r t ,  w h i le  th e  i n t e r n a t i o n a l  o i l  companies -  and i n  p a r t i c u l a r  
th e  j o i n t  v e n tu r e  p a r t n e r s  -  w i l l  be  asked  to  m ark e t  th e  rem a in d e r
3 7 2
o f  such p r o d u c t s .  I n  t h i s  p r o c e s s  th e  n a t i o n a l  o i l  company r e l i e s  
h e a v i l y  011 t h e  government t o  use  i t s  i n f l u e n c e ,  w h e th e r  i t  be  w i th  
th e  governm ent o f  th e  consuming c o u n try  o r  w i th  th e  f o r e i g n  o i l  
com panies. What i s  im p o r ta n t  i n  t h i s  r e s p e c t  i s  t h a t  u n l e s s  th e  
n a t i o n a l  o i l  company embarks on a v ig o ro u s  campaign to  s e l l  such 
p r o d u c t s , i t  s t a n d s  to  l o s e .  So th e  company must p r o v id e  c e r t a i n  
s e r v i c e s  f o r  th e  cus tom ers  and p r o j e c t  i t s  image as a r e l i a b l e  
s o u rc e  o f  s u p p ly .
These s e r v i c e s  ran g e  from  c r e d i t  and s to r a g e  f a c i l i t i e s  to  
p r o v id in g  th e  r i g h t  paukage o f  c ru d e  o i l  and p r o d u c t s  f o r  d i f f e r e n t  
c u s to m e rs .  As m en tioned  b e f o r e ,  some cus tom ers  even e x p e c t  the  
s u p p l i e r  to  buy p a r t  o f  t h e i r  e x c e s s  p r o d u c t s .  But u n d o u b te d ly  
one o f  th e  e s s e n t i a l  f a c t o r s  i n  f i n d i n g  o u t l e t s  f o r  p r o d u c t s ,  i s  
f o r  th e  n a t i o n a l  o i l  company to  show i t s  a b i l i t y  to  d e l i v e r  a c c o r d in g  
to  c o ix t ra c t .  I f  th e  cus tom ers  r e a l i z e  t h a t  t h e  n a t i o n a l  o i l  company 
i s  as r e l i a b l e  as th e  i n t e r n a t i o n a l  a i l  com panies , th e y  m igh t even 
p r e f e r  to  d e a l  w i th  i t  i n s t e a d  o f  them.
The Kuwait N a t io n a l  O i l  Company i s  p r o b a b ly  t h e  o n ly  company o f
i t s  k in d  i n  th e  M iddle  E a s t  whose i n t e r n a t i o n a l  m a rk e t in g  o p e r a t i o n s
approach  what has  b e e n  s a i d  above . KNPC's p o l i c y  has  b een  to  s e c u r e
i t s  p o s i t i o n  by d e l i v e r i n g  th e  p r o d u c t s  on s c h e d u le  and s t a n d in g  by
i t s  c o n t r a c t s  r e g a r d l e s s  o f  changes i n  th e  m a rk e t .  On some o c c a s io n s
th e  company has  had to  d e l i v e r  p ro d u c t s  to  t h e  c u s to m e rs ,  and i n c u r r e d
some l o s s e s .  The company has  a l s o  bough t  a c e r t a i n  amount o f  p r o d u c t s
from o t h e r  o i l  companies to  p r e p a r e  th e  d e s i r e d  pack ag e  r e q u i r e d  by 
7i t s  cu s tom er .
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I f  th e  s a l e s  o f  p e t r o le u m  p r o d u c t s  a r e  l e f t  to  t h e  i n t e r ­
n a t i o n a l  o i l  com pan ies , t h e  n a t i o n a l  o i l  company w i l l  n o t  s e r i o u s l y  
a t te m p t  to  f i n d  i t s  own o u t l e t ,  and c o n s e q u e n t ly  i t s  r e f i n i n g  
a c t i v i t y  would be  p a r t l y  dependen t  on th e  f o r e i g n  m a r k e te r  o f  such  
p r o d u c t s .  I n  t h e  p a s t ,  m a jo r  o i l  companies s o ld  m ost o f  th e  
a v a i l a b l e  p r o d u c t s  f o r  e x p o r t  from  th e  P e r s i a n  G u lf  c o u n t r i e s j  
th e  o n ly  e x c e p t io n  b e in g  th e  Shua'iba r e f i n e r y .  As th e  m ajo rs  showed 
l i t t l e  i n t e r e s t  i n  b u y in g  th e  p r o d u c t s  from  t h i s  r e f i n e r y  when i t  
came on s t r e s m  i n  t h e  l a t e  1 9 6 0 's ,  KNPC had to  embark, on i t s  own 
m a rk e t in g  cam paign. On th e  o t h e r  h a n d ,  th e  c o n s o r t iu m  in. I r a n  and 
th e  ARAMCO p a r t n e r s  i n  Saud i A ra b ia  bough t most o f  th e  a v a i l a b l e  
p r o d u c t s  f o r  e x p o r t  i n  t h e s e  c o u n t r i e s  a c c o rd in g  to  d i f f e r e n t  a g re e ­
m en ts .  Thus NIOC and PETROMIN had l i t t l e  i n c e n t i v e  to  s e c u r e  t h e i r  
own s i m i l a r  o u t l e t s  f o r  p e t r o le u m  p r o d u c t s  a b ro a d .
Advanta g e s  o f  th e  n a t i o n a l  o i l  com pan ies ' in v o lv e m e n t  i n  th e  c rude  
o i l  and p r o d u c t  m a r k e t : We have  d i s c u s s e d  th e  d e v e lo p in g  r o l e  o f  t h e
n a t i o n a l  o i l  companies i n  c rude  o i l  and p e t r o le u m  p r o d u c t  m a r k e t s .
They seem to  be  d e te rm in e d  to  i n c r e a s e  t h e i r  a c t i v i t i e s  i n  t h e s e  
m ark e ts  i n  t h e  f u t u r e ,  a s  i t  i s  w id e ly  b e l i e v e d  t h a t  such  an u n d e r ­
t a k i n g  i s  v i t a l  f o r  t h e i r  f u t u r e  r o l e .  Some o f f i c i a l s  b e l i e v e  t h a t  t h e  
p ro d u c e r s  ca n n o t  m a i n t a i n  e f f e c t i v e  c o n t r o l  o f  t h e i r  o i l  p o l i c i e s  
'w i t h o u t  g a in in g  a minimum d e g re e  o f  c o n t r o l  i n  downstream  a c t i v i t i e s . '  
I t  i s  v e ry  d i f f i c u l t  to  p ro v e  o r  d i s p r o v e  t h a t  t h e  in v o lv e m e n t  o f  th e  
n a t i o n a l  o i l  companies i n  t h e  c ru d e  and p e t r o le u m  m a rk e ts  i s  to  t h e i r  
f i n a n c i a l  a d v a n ta g e .  The e v a l u a t i o n  o f  such  an o p e r a t i o n ,  even f o r  
each  o f  t h e s e  com pan ies ,  would in v o lv e  so many v a r i a b l e s ,  t h a t  th e  
outcome would be  o f  l i t t l e  v a lu e .
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But a p a r t  from th e  f i n a n c i a l  g a i n s , such  v e n t u r e s ,  i f  c a r r i e d  
o u t  ’ i n  a r e s p o n s i b l e  way*swould have c o n s id e r a b l e  a d v a n ta g e s  f o r  
th e  n a t i o n a l  o i l  com panies . To s t a r t  w i t h ,  th e  employees o f  t h e  
company would g e t  a chance  to  be  d i r e c t l y  in v o lv e d  i n  th e  d a y - t o -  
day s e l l i n g  and b u y in g  o f  p r o d u c t s  i n  d i f f e r e n t  m ark e ts  and so 
o b t a i n  v a lu a b l e  m a n a g e r ia l  s k i l l s  and e x p e r i e n c e ,  w hich  would 
c e r t a i n l y  be o f  g r e a t  v a lu e  i n  th e  f u t u r e  o p e r a t i o n  o f  t h e s e  
co m p an ies .
Such in v o lv e m e n t  by th e  n a t i o n a l  o i l  company i n  t h e  m arke t  c o u ld  
a l s o  p r o v id e  t h e  governm ent w i th  th e  most u p - t o - d a t e  i n f o r m a t io n  on 
th e  c rude  and p r o d u c t  m ark e ts  a round  th e  w o r ld .  T h is  i n f o r m a t io n  
c ou ld  be  u sed  to  d e te rm in e  governm ent p o l i c i e s  w i th  r e g a r d  to  c rude  
p r o c e s s in g  and o t h e r  r e l e v a n t  m a t t e r s .  C lo se  c o n ta c t s  o f  th e  
n a t i o n a l  o i l  co m p an ies ’ s t a f f  w i th  b r o k e r s ,  r e f i n e r s  and t r a d e r s  would 
a l s o  e n a b le  t h e  company to  keep a w a tch  on th e  way o i l  t r a n s a c t i o n s  
a r e  co n d u c te d .
A no ther  a d v a n ta g e  o f  h a v in g  an i n t e r n a t i o n a l  o r g a n i z a t i o n  f o r  
s e l l i n g  c rude  o i l  and p r o d u c t s  i s  t h a t  i t  cou ld  be u se d  a t  l a t e r  
s t a g e s  f o r  th e  e x p o r t  o f  LPG and p e t r o c h e m i c a l s .  I t  i s  t r u e  t h a t  
th e  n a t u r e  o f  m a rk e t in g  o f  t h e s e  p r o d u c t s  i s  d i f f e r e n t  from  t h a t  o f  
p e t ro le u m  p r o d u c t s ,  b u t  th e  a c t i v e  in v o lv em en t  o f  t h e  n a t i o n a l  o i l  
company i n  v a r i o u s  m a rk e ts  w orldw ide  would c e r t a i n l y  f a c i l i t a t e  
s a l e s  o f  o t h e r  p r o d u c t s .
As d i s c u s s e d  b e f o r e ,  th e  governm ents of th e  o i l - p r o d u c i n g  s t a t e s ,  
a r e  n o t  ~ f o r  t h e  p o l i t i c a l  and economic r e a s o n s  m en t io n ed  b e f o r e  -
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g o ing  to  a l lo w  th e  n a t i o n a l  o i l  companies t o  have such  a 
com m ercial o p e r a t i o n .  The governm ents r i g h l y  b e l i e v e  t h a t  th e y  
canno t  l e a v e  th e  n a t i o n ’ s m ost v a lu a b l e  and d e p l e t a b l e  r e s o u r c e  i n  
th e  hands o f  t h e  n a t i o n a l  company w i th o u t  e f f e c t i v e  c o n t r o l .  They 
a rg u e  t h a t  i t  i s  t h e  n a t i o n a l  com pan ies ’ monopoly o f  m a rk e t in g  
p e tro le u m  p r o d u c t s  i n t e r n a l l y  and th e  gov e rn m en ts ’ e f f o r t  w i t h i n  OPEC, 
which have  c r e a t e d  a l l  th e  o p p o r t u n i t i e s  f o r  t h e s e  com panies .
Whether such argum ents  a r e  r i g h t  o r  wrong i s  n o t  t h e  i s s u e  h e r e .  The 
im p o r ta n t  p o i n t  i s  t h a t  t h e  governm ent w ants  to  be  in v o lv e d  i n  th e  
m ark e ts  and a t  t h e  same tim e ca n n o t  t o l e r a t e  i t s  n a t i o n a l  o i l  
company o p e r a t in g  i n  a s t r i c t  comm ercial s e n s e .
One p o s s i b l e  method w hereby th e  n a t i o n a l  o i l  com panies cou ld  
e n t e r  t h e  c ru d e  and p r o d u c t s  m a rk e ts  w i th o u t  th e  damaging consequences  
o f  u n n e c e s s a ry  c o m p e t i t io n  among th e m s e lv e s ,  o r  g e t t i n g  in v o lv e d  in  
c o s t l y  and i n e f f i c i e n t  o p e r a t i o n s ,  would be  t o  form  a s u b s i d i a r y  
company f o r  t h e i r  i n t e r n a t i o n a l  m a rk e t in g  o f  p r o d u c t s .  The o p e r a t i o n s  
o f  t h i s  company m ust be b a s e d  s t r i c t l y  on com m ercial c r i t e r i a .  The 
company would buy i t s  c ru d e  o i l  from  th e  governm ent o r  i t s  p a r e n t  
company, a t  OPEG p r i c e s ,  o r  any p r i c e  t h a t  i s  o f f e r e d  to  th e  lo n g ­
te rm  p u r c h a s e r s  o f  th e  same c ru d e  o i l .  T h is  company would a l s o  pay a 
r e f i n e r y  f e e  i f  i t  d e c id e d  t o  r .e f in e  t h e  "crude w i t h i n  th e  c o u n try  -  
a g a in  s i m i l a r  to  th e  m a j o r s ’ f o r m e r ■arra n g e m e n ts  i n  I r a n .  *
In  g e n e r a l ,  t h e  company would be a llo w ed  to  o p e r a t e  i n  th e  same 
manner as t h e  i n t e r n a t i o n a l  o i l  companies a f t e r  i t  b o u g h t  th e  c rude  
a t  government p r i c e s .  I t  c o u ld  s e l l  t h e  c rude  and p r o d u c t s  i n  th e
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m ost s u i t a b l e  package  r e q u i r e d  by c u s to m e rs .  I n  t h i s  way th e  
governm ent would n o t  g e t  in v o lv e d  w i th  th e  s a l e  o f  p e t ro le u m  
p r o d u c ts  as  i t  i s  now engaged in  t h e  d i r e c t  s a l e s  o f  c ru d e  o i l .
The c o n t r o l  o f  such d i r e c t  s a l e s  o f  c rude  o i l  by  t h e  governm ents i s
n o t  v e ry  d i f f i c u l t ,  u n l i k e  t h e  e f f e c t i v e  c o n t r o l  o f  t h e  n a t i o n a l
o i l  company's o p e r a t i o n  i n  th e  p r o d u c t  m a r k e ts .  I n  t h i s  m ark e t  t h e r e
a r e  numerous d e a l s ,  e x c h an g e s ,  e t c . ,  and th e  m arke t  p r i c e s  can change 
v e ry  r a p i d l y  a round th e  w o r ld .  The p ro p o sed  s u b s i d i a r y  o f  th e  
n a t i o n a l  o i l  company co u ld  be l e f t  on i t s  own to  p ro v e  i t s  c a p a b i l i t i e s ,  
and a t  th e  same tim e would embody an o r g a n i z a t i o n  a u th o r i z e d  to  d e a l  
s w i f t l y  w i th  th e  changes i n  th e  m a rk e t .
I t  i s  a l s o  e a s i e r  to  e v a l u a t e  t h e  n a tu r e  o f  th e  a c t i v i t i e s  o f  
such a company a t  th e  end o f  tn e  y e a r ,  and to  ju d g e  i t s  e f f i c i e n c y .
When th e  n a t i o n a l  o i l  company t h a t  i s  th e  p r o d u c e r ,  r e f i n e r  and 
m a r k e te r  o f  c ru d e  o i l  and p r o d u c t s  comes to  a c c o u n t  f o r  i t s  o p e r a t i o n s ,  
i t  i s  v e ry  d i f f i c u l t  to  d e te rm in e  w here th e  i n e f f i c i e n c y  l i e s  and 
what changes must be  made.
Among th e  e x p o r t i n g  c o u n t r i e s  c o n s id e r e d ,  o n ly  Kuwait has  such
an agency , a l th o u g h  n o t  i n  th e  e x a c t  s e n se  o f  t h a t  s u g g e s te d  above.
KNPC i s  r e s p o n s i b l e  f o r  m a rk e t in g  p r o d u c t s  a b ro a d ,  and th e  company
9o b t a i n s  i t s  c rude  a t  th e  ' t h i r d  p a r t y '  p r i c e  from  th e  governm ent.
NIOC and PETR.OMXN la c k  such  an o r g a n i z a t i o n ,  and i n  th e  c a se  o f  t h e  
fo rm er  -  w hich i s  now f a c e d  w i th  t h e  e x p o r t s  o f  some p r o d u c t  from  th e  
Abadan r e f i n e r y  -  such  a s e t - u p  c o u ld  be o f  some v a lu e .
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The m ain  p o i n t  i s  t h a t  th e  governm ent m ust make s u r e  t h a t  
such  a s u b s i d i a r y  o r  in d e p e n d e n t  company does n o t  o b t a i n  i t s  c ru d e  
a t  a p r i c e  low er th a n  o t h e r  i n t e r n a t i o n a l  o i l  c o m p a n ies . Even i f  
th e  p ro p o se d  company l o s e s  some money a t  th e  b e g in n in g  o f  i t s  
o p e r a t i o n ,  i t  i s  w o r th w h i le  t h e  governm ent g u a r a n t e e in g  th e  c o n t in u o u s  
e x i s t e n c e  o f  t h i s  company, as i t  p r o v id e s  o t h e r  a d v a n ta g e s  m en tioned  
b e f o r e .  M eanw hile , t h e  management would t r y  t o  maximize i t s  
e f f i c i e n c y  and would be ju d g ed  on th e  b a s i s  o f  t h e i r  e f f o r t s .  
C o -o p e ra t i o n among th e  n a t i o n a l  o i l  compani e s : S in c e  1973 t h e r e  has
been  c o n s id e r a b l e  s p e c u l a t i o n  on th e  p r i c e  war w hich  c o u ld  deve lop  
among th e  n a t i o n a l  o i l  companies as  th e y  become more in v o lv e d  i n  
s e l l i n g  c ru d e  o i l ,  and i t s  consequences  f o r  p ro d u c e r s  and consumers 
a l i k e .  I n  th e  p a s t  f o u r  y e a r s  OPEC c o u n t r i e s  have  shown t h a t ,  i n  
g e n e r a l ,  th e y  a r e  c a p a b le  o f  r e s t r a i n i n g  th e m se lv e s  from  damaging 
c o m p e t i t io n  i n  t h i s  r e s p e c t .  The s c e n a r io  f o r  a p r i c e  w a r  among 
OPEC c o u n t r i e s  has  now moved to  th e  m a rk e t in g  o f  p e t r o le u m  p r o d u c t s  
by th e  n a t i o n a l  o i l  companies o f  t h e s e  c o u n t r i e s .  An a d d i t i o n a l  
t o p i c  o f  d i s c u s s i o n  has  b een  th e  growing and enormous in v e s tm e n ts  
by th e  M iddle  E a s t  o i l  p r o d u c e r s ,  p a r t i c u l a r l y  Sa.udi A ra b ia  and 
I r a n ,  i n  p e t r o c h e m ic a l  and gas p r o j e c t s .  W hether t h e s e  a r e  go ing  to  
b e  th e  se ed s  o f  c o n f l i c t  among th e  n a t i o n a l  o i l  companies i n  t h e  
1 9 8 0 's ,  o r  w h e th e r  th e  c o u n t r i e s  concerned  w i l l  c o - o p e r a t e  w i th  each  
o t h e r ,  i s  d e b a t a b l e ,  and i s  n o t  th e  main i s s u e  h e r e .
M ajor r e f i n e r y  c o n s t r u c t i o n  and e x p a n s io n  by th e  n a t i o n a l  o i l  
companies i n  th e  M iddle  E a s t  w i l l  change th e  d i s t r i b u t i o n  o f  th e  
w o r ld  r e f i n i n g  c a p a c i t y  ove r  th e  n e x t  de c ad e .  A lre a d y  th e  M iddle
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E a s t  shows th e  l a r g e s t  s h a r e  o f  p la n n e d  new c a p a c i ty  o f  n e a r l y  2 ,2  
m i l l i o n  b a r r e l s  p e r  d a y . ' ^  The s i t u a t i o n  f o r  th e  LPG e x p o r t s  i s  
a l s o  a la r m in g ,  as i t  i s  e s t im a te d  t h a t  th e  LPG e x p o r t  a v a i l a b i l i t y  
i s  e x p e c te d  to  r i s e  f i v e - f o l d  from  9 m i l l i o n  to n s  p e r  y e a r  l e v e l  i n  
1975 to  n e a r l y  47 m i l l i o n  to n s  p e r  y e a r  by 1985, and OPEC’ s s h a r e  o f  
t h i s  t o t a l  i s  e s t im a te d  to  be n e a r l y  80 p e r  c e n t , ^  I n  th e  f i e l d  
o f  p e t r o c h e m ic a l  v e n tu r e s  th e  M iddle E a s t  c o u n t r i e s ,  a g a in  
p a r t i c u l a r l y  Saudi A ra b ia  and I r a n ,  have a l r e a d y  com m itted  th em se lv e s  
to  huge p r o j e c t s  i n  c o n ju n c t io n  w i th  th e  A m erican and J a p a n e s e  g roup .
The c o n c e n t r a t i o n  o f  t h e  new c a p a c i ty  i n  t h e s e  i n d u s t r i e s  i s  c e r t a i n l y  
s h i f t i n g  tow ards th e  M iddle  E a s t ,  w h i le :  t h e r e  i s  no i n d i c a t i o n  t h a t  
w o r ld  demand f o r  t h e s e  p r o d u c t s  w i l l  p i c k  up a t  such  a r a t e  as to  
a c co u n t  f o r  o v e r - c a p a c i t y  i n  f u t u r e .
The s h a r e  o f  OPEC c o u n t r i e s  o f  t h e  t o t a l  r e f i n i n g  c a p a c i ty  o f  th e
non—communist w o r ld  s ta n d s  a t  n e a r l y  7 p e r  c e n t ,  w h i l e  i t s  s h a re  o f  .crucie
12 , .o i l  p r o d u c t io n  i s  more t h a n  68  p e r  c e n t .  C o n s id e r in g  Saud i A ra b ia
and I r a n ,  w hich a r e  t h e  w o r l d ’ s l a r g e s t  o i l  e x p o r t e r s ,  t h e i r  p r e s e n t
r e f i n i n g  c a p a c i ty  and th o s e  under c o n s t r u c t i o n  (no t  p la n n e d )  amounts
to  ab o u t  2 .8  m i l l i o n  b a r r e l s  p e r  day (p ro b a b ly  by 1982) w hich i s  l e s s
th a n  th e  r e f i n e r y  ru n s  o f  Exxon, S h e l l  and Texaco i n  1976. The
r e f i n e r y  runs  o f  th e  seven  m a jo r  i n t e r n a t i o n a l  com panies i n  1976
13amounted t o  19.3  m i l l i o n  b a r r e l s  p e r  day. As f o r  p e t r o c h e m i c a l s ,
OPEC countries expect to increase their share of production of
14e th y le n e  from  1 p e r  c e n t  m  1976 to  6 p e r  c e n t  by  1990. A l l  t h e s e
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f i g u r e s  p o i n t  to  th e  f a c t  t h a t  th e  s h a re  o f  th e  o i l  p ro d u c in g  c o u n t r i e s  
i n  the. w o r ld  r e f i n i n g  and p e t r o c h e m ic a l  i n d u s t r i e s  i s  i n c r e a s i n g ,  
and t h e r e  i s  a  need f o r  c o - o p e r a t i o n  and c o - o r d i n a t i o n  o f  p r o j e c t s  
among th e  n a t i o n a l  o i l  com panies .
In  g e n e r a l ,  th e  n a t i o n a l  o i l  companies co u ld  g e t  t o g e t h e r  and 
o rg a n iz e  t h e i r  b u s in e s s  i n  such  a way as to  a v o id  c o s t l y  and damaging 
c o m p e t i t io n  among th e m s e lv e s .  This  was what th e  m ajo r  i n t e r n a t i o n a l  
o i l  companies a r e  a l l e g e d  to  be  d o in g  w i th  c o n s id e r a b l e  s u c c e s s .  On 
many o c c a s io n s  such c o - o r d i n a t i o n  and c o - o p e r a t i o n  would be welcomed 
and even encou raged  by th e  m a jo r s ,  as  th e y  a r e  m a rk e t in g  p a r t n e r s  
i n  most o f  th e  j o i n t  v e n tu r e  r e f i n i n g  and p e t r o c h e m ic a l  p r o j e c t s  in  
OPEC c o u n t r i e s ,  and any f i e r c e  c o m p e t i t io n  among n a t i o n a l  o i l  companies 
would n o t  s e r v e  t h e i r  i n t e r e s t s .
The m ajo r  i n t e r n a t i o n a l  o i l  companies have to  be v e ry  c a r e f u l  
n o t  to  be seen  as a  group o f  companies who a r e  i n  c lo s e  c o n ta c t  
w i th  each  o t h e r  on t h e i r  p r o d u c t i o n  and m a rk e t in g  p o l i c i e s ,  b e c au se  
o f  consumer go v e rn m en ts ' a n t i - t r u s t  l e g i s l a t i o n .  N a t io n a l  o i l  
com panies , on th e  o t h e r  hand , have  no such  f e a r s .  They a l r e a d y  
have  th e  forum  o f  OPEC to  h e lp  i n  o r g a n iz in g  j o i n t  a c t i o n s ,  and have 
met s e v e r a l  t im es  i n  th e  p a s t  to  c o - o r d i n a t e  t h e i r  p o l i c i e s .  The 
p o s s i b i l i t y  o f  more c o - o p e r a t i o n  among th e  n a t i o n a l  o i l  com panies , 
as a g a i n s t  p r i c e  w ars  and c o n f l i c t s ,  must n o t  be  d i s m is s e d ;  A l r e a d y ;  
t h e r e  a re  i n d i c a t i o n s  t h a t  th e  p ro d u c in g  c o u n t r i e s ,  r e a l i z i n g  th e  
a d v a n ta g e s  o f  such  c o - o p e r a t i o n  a t  t h e  n a t i o n a l  o i l  company l e v e l  -  
a p a r t  from OPEC m i n i s t e r i a l  m e e t in g s  -  a r e  moving i n  t h i s  d i r e c t i o n . ^
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One a d v a n ta g e  o f  such  c o - o p e r a t i o n  among n a t i o n a l  o i l  companies 
i s  t h a t  as  a g ro u p ,  th e y  have a much more com m ercial b a r g a i n in g  
p o s i t i o n  from  which to  s e c u r e  m ark e ts  f o r  t h e i r  p r o d u c t s  i n  v iew  o f  
p r o t e c t i o n i s t  l e g i s l a t i o n  o f  some consumer c o u n t r i e s .  F o r  exam ple, 
th e  Arab o i l - e x p o r t i n g  c o u n t r i e s  have been  in v o lv e d  i n  n e g o t i a t i o n s  
w i th  th e  European  Economic Community a b o u t  f u t u r e  im p o r ts  o f  
p e tro le u m  p r o d u c ts  and p e t r o c h e m ic a l s  i n t o  th e  EEC. The n a t i o n a l  
o i l  companies w i l l  f i n d  i t  d i f f i c u l t  to  g e t  p r e f e r e n t i a l  t r e a tm e n t  
on t h e i r  own, and even t o g e t h e r  th e y  p ro b a b ly  need  th e  p o l i t i c a l  
su p p o r t  o f  t h e i r  v a r io u s  g o v e rn m e n ts .
There  a r e  a l s o  some d i f f i c u l t i e s  i n  th e  way o f  such  a p ro p o sed  
c o - o r d i n a t i o n  o f  a c t i v i t i e s  among th e  n a t i o n a l  o i l  com panies . The 
p o l i t i c a l  n a t u r e  o f  t h e s e  companies co u ld  become a h a n d ic a p ,  as 
s t r a i n e d  r e l a t i o n s  be tw een  two governm ents c o u ld  j e o p a r d i z e  co­
o p e r a t i o n  among t h e i r  n a t i o n a l  o i l  com panies. Such f r i c t i o n  and 
r i v a l r i e s  among th e  governm ents  o f  t h e  o i l - p r o d u c i n g  c o u n t r i e s  a r e  
n o t  r a r e ,  and would c o n s t i t u t e  t h e  main o b s t a c l e  i n  r e l a t i o n s  among 
th e  n a t i o n a l  o i l  com panies . F u r th e rm o re ,  th e  f a c t  t h a t  th e  o p e r a t i o n s  
o f  th e  n a t i o n a l  o i l  company a r e  n o t  p re d o m in a n t ly  m o t iv a te d  by 
f i n a n c i a l  c r i t e r i a  r  u n l ik e  i n t e r n a t i o n a l  companies -  would add t o '  
t h i s  p rob lem .
As f o r  t h e  n a t i o n a l  o i l  companies unde r  s tu d y ,  t h e r e  a r e  p l e n t y  
o f  o p p o r t u n i t i e s  f o r  c o - o p e r a t i o n  betw een them i n  a l l  o i l  a c t i v i t i e s  
and s a l e s  o f  p e t r o c h e m ic a l  p r o d u c t s .  I t * i s  d i f f i c u l t  to  say  e x a c t l y  
what i s  th e  m ost s u i t a b l e  ap p ro ach  to  such  c o - o p e r a t i o n  among t h e s e
l
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com panies , b u t  in te r -c o m p a n y  s a l e s  and p u rc h a s e s  o f  p r o d u c t s  and 
c ru d e  c o u ld  be  c o n s id e r e d  more s e r i o u s l y .  F o r  exam ple, NIOC a t  
p r e s e n t  f a c e s  a  h ig h  demand f o r  m id d le  d i s t i l l a t e s ‘w i t h i n  I r a n ,  
w hich r e q u i r e . ,  h ig h  r e f i n e r y  runs  by th e  company. I n  th e  r e f i n i n g  
p r o c e s s e s  a l a r g e  volume, o f  f u e l  o i l  w i l l  be  made w hich  i s  v e ry  
d i f f i c u l t  f o r  NIOC to  s e l l  i n  th e  p r e s e n t  w o r ld  m a r k e t s .  On th e  
o t h e r  hand , KNPC’ s r e f i n e r y  a t  Shua iba  i s  d e s ig n e d  to  maximize th e  
l i g h t e r  p a r t  o f  t h e  b a r r e l ,  and t h e  company needs  a c e r t a i n  amount 
o f  c ru d e  o i l  to  p r e p a r e  th e  r i g h t  package  f o r  some o f  i t s  c u s to m e rs ,
A m a rk e t in g  a rran g em en t  among th e  two com pan ies ,  w h e th e r  by 
s t r a i g h t  s a l e  and p u rc h a s e  ag reem en t  o r  o th e r w is e  (ex ch an g e , e t c . )  
would be d e s i r a b l e .  NIOC c o u ld  r e d u c e  i t s  r e f i n e r y  ru n  and m arke t  
t h e  c rude  w hich  c o u ld  b r i n g  i n  a b e t t e r  o v e r a l l  r e t u r n  to  th e  company 
compared to  f u e l  o i l  s a l e s .  KNPC would g e t  c e r t a i n  c ru d e  to  p r e p a r e  
a more a t t r a c t i v e  package  f o r  i t s  c u s to m e rs .  I t  m ust be  n o te d  t h a t  
a t  p r e s e n t  such  d e a l s  m igh t n o t  even  be p o l i t i c a l l y  a c c e p t a b l e  to  
th e  governm en ts ,  a s  i t  i s  h a rd  f o r  th e  I r a n i a n  governm ent to  make 
t h e i r  p u b l i c  r e a l i z e  why t h e i r  c o u n t r y ,  a m ajo r  p r o d u c e r ,  i s  im p o r t in g  
c e r t a i n  p r o d u c t s  r e g a r d l e s s  o f  how s t r o n g  th e  economic argum ent m ig h t  
b e .  But i n  f u t u r e  t h e  n a t i o n a l  o i l  companies w i l l  f i n d  i t  
i n c r e a s i n g l y  e s s e n t i a l  to  c o - o r d i n a t e  t h e i r  p o l i c i e s  w i th  each  o t h e r ,  
and use.- OPEC .-for s t r e n g t h e n i n g  -such c o - o p e r a t i o n .
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NOTES
1. In  an a r t i c l e  w hich was p u b l i s h e d  by R a s ta lc h irz ,  a  m ajo r
n a t i o n a l  new spaper i n  I r a n ,  Dr. Reza F a l l a h ,  who was one
o f  th e  p r i n c i p a l  n e g o t i a t i o n s  d u r in g  th e  d i s p u t e  w i th
th e  A n g lo - I r a n ia n  O il  Company, r e v e a le d  th e  n a t u r e  o f  
th e  d i s p u t e  a f t e r  th e  n a t i o n a l i z a t i o n  o f  th e  o i l  i n d u s t r y  
i n  I r a n .  T h is  a r t i c l e  a l s o  h e lp s  to  show t h a t  p o l i t i c a l  
c o n s i d e r a t i o n  and l a c k  o f  u n d e r s t a n d in g  o f  th e  o i l  b u s in e s s  
by some p o l i t i c i a n s  was th e  main cause  o f  t.h.e f a i l u r e  i n  
t h e s e  n e g o t i a t i o n s .
A b r i e f  a c c o u n t  o f  th e  h i s t o r y  o f  n a t i o n a l i z a t i o n  o f  th e  
o i l  i n d u s t r y  i n  I r a n  ( i n  P e r s i a n ) ,  Dr. Reza F a l l a h ,
R a s t a k h i r z ,  30 Ja n u a ry  1978.
2 . For f u r t h e r  r e a d in g  c o n c e rn in g  th e  autonomy and 
m o t iv a t io n  o f  i n t e r n a t i o n a l  o i l  com panies , see  E d i th  
P e n ro s e ,  The L arge  I n t e r n a t i o n a l  Firm  i n  D eve lop ing  C o u n t r ie s  
(George A l le n  and Unwin, London, 1963), p . 28.
3. M iddle  E a s t  Economic S u rv ey ,  19 A p r i l  1976, p . 4 and 
19 J u ly  1976, p . 4.
4. Dr, Abdulhady I la ssan  T aber (Governor o f  P e t r o m in ) , The F u tu re  
Role o f  t h e N a t io n a l  O i l  Companies i n  th e  World  Pe t r o l e um 
Indus t r y , OPEC Sem inar on th e  p r e s e n t  and f u t u r e  r o l e  o f  th e  
n a t i o n a l  o i l  com pan ies ,  O c tober  10-12, 1977, V ienna .
P u b l i s h e d  by th e  I n fo r m a t io n  D epartm ent o f  OPEC, p . 191.
3, M iddle E a s t  Economic S u rv e y , 20 March 1978, p . 5 .
6 . E d i th  P e n r o s e ,  "C ho ices  f o r  t h e  O i l  E x p o r t in g  C o u n t r i e s " ,
M iddle E a s t  Economic S u rv e y , Supplem ent, 16 J a n u a ry  1978, p . 3.
7. I n te r v ie w  w i th  KNPC o f f i c i a l s  i n  June  1976:
Mr. N ader S u l t a n ,  M a rk e t in g  D i r e c t o r ,  and Mr. G iovann i 
Z u c c h i a t t i ,  Manager o f  Supply ,
8 . Dr, A l i  A t t i g a  ( S e c r e t a r y - g e n e r a l  o f  O r g a n iz a t io n  o f  Arab 
E x p o r t in g  C o u n t r i e s ) , R e g io n a l  C o - o p e ra t io n i n  Downstream 
in v e s tm e n t s  i n  th e  c a s e  o f  OAPEC, "OPEC Seminar ( s e e  Note 4 ) ,  p . 12.
9. I n t e r v i e w  w i th  KNPC o f f i c i a l s  ( se e  N ote  7 ) .
10. P e t ro le u m  E c o n o m is t , Septem ber 1977, p . 337.
11. M iddle  E a s t  Economic S u rv e y , 6 March 1978, p p . 5 - 6 .
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12. Dr. A l i  A t t i g a ,  o p . c . i t . , p . J 2 3 .
]3 . P e t ro leum  I n t e l l i g e n ce Wee k ly  8 August 1977, p . 6.
14. P e t ro le u m  I n t e l l i g e n c e  Weekly 13 Ju n e  1977, p . 2 and 
27 June  1977, p . 4 .
15. OPEC Sem inar on th e  P r e s e n t  and F u tu re  Role o f  t h e  R a t io n a l  
O i l  Companies, i s  one example o f  such a move.
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